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HC~I!h Care Finoncing Admin;5tr~t;·(4 DEPARTMENT~F HEALTH/>. HUMAN ,ERVICES 

Thill Adl1,inietr3!or 
Wnl'llnsron. D,C, 20'W! 

APR 5 1995 

The, Honorable John D. Dingell 

HO~lse of, Representatives 

Wathington, DC 20515 


Dear Mr. Dingell: 

Tam re.sponding to your request as to whether there is any federal requiremelll till'll 
Medicare SELECT insurers notify their enrollees about the status of their policies prior 
to the expiration of the current authorization for the demonstration. 

There are no provisions in Fe(if~r"l Jaw, regillations or the NAIC Model th:lt requir'c 
pl(1lls la lIotify enrollees in April or fm; that matter any time prior to the expirRtion of 
the:: denlOlIslfi'llioll authority. Even after tlH!, de,monstnttion authority expires, plnl1S are 
required to mi'lilllain coverage to all enrollees who r,ontinue to hold policies. 

Confusion may have ai'isen 011 lIds issue of notification because of a pl'ovi~i()11 ill 
Section 10-Nof the NAIC Model. This se(;lion outlines [he requirement!; for pl"n~ to 
provide continuntion of coverage in the event UlilL the Secretary llotlfles the stares of hel: 
determination that SELECT policies should be discontillued because of the failure of the' 
dCI11ol1stration to be realithorized or its substantia) amendmenl. This notification to 
Slates is at the Secretary's discretion. Given the bipartisan jlllere~l in both the House 
find Senate., we don't itnticipRte mllking such f\ determination in the fOleSCci1bll;: (\lture 
even in th(', unlikely event tl1::1t there is ::i. tempornry lnpsc in the authority for lilt 

"emonstJ'~\tioll, 

We are committed to working with Congress to improve the options nvnilnblc to ollr 
beneficiaries. As you are awaJ'l'!, the Administration supports a. temp0l':lry e:o<tel\sion of 
lht 15-state demonstration, Such an ~xtension would provide sufficient time 10 e.,(:lllline 
\Villi! Wt! lJave learned from the demonst';lltion and to make needed changes to SELECT 
based on Uli r findings. I look forward to working with YOu on these issues, 

Sincerely, 

C-j;; , 
". {-:"" ..... CZ-,Lv't( 

,.. Bruce C. Vladcck 



Worth Magazine Responses 
The White House " 

July 8, 1996 

TAXES 

Q: 	 Would you tax all or a portion of employee benefits to pay for tax reform or to reduce the 
federai budget geficit? 'If so,. why? If not, why? 

Q: 	 What do you think are the top·three most-needt:d changes to the federal tax law? Why did 
you pick these three? 

Q: 	 Are you for a middle class tax cut? Why or why not? 

Answer to the above 3 questions on taxes: 

-. . 
I am committed to tax reforms that arc fair to working families, strengthen our economy, and, 
maintain our commitment.~o a balanced budget. 

My balanced budget plan meets these principles'because it protects our expansion of the Earned 
Income Tax Credit for 15 -million working families and targets additional tax cuts towards 
education, childbearing, retirement savings and 9ther key needs of working families. It reforms 
the tax code to encourage investment in people, 'not just physical capital. . 

Forexample, my balanced budget plan provides a $1,500 tax credit for the first two years of 
college,' a $10,000 tuitiot:l deduction for education and training throughout'one's lifetime, and a 
$500 per child tax credit. It also expands IRAs by allowing penalty-free withdrawals for first 
home purchases, education expenses, major medical expenses, or during long-term .' 
unemployment. By doubling the income limits for tax.;,deductible IRA contributions, 2@ million 
more families will become eligible. In addition, my plan increases the health insurance deduction 
for the self-employed, simplifies pension rules, and creates a new small business "40 I (k)" plan to 
help expand pension coverage to more small business employees, 

These targeted tax cuts are paid forby spending cuts and by closing billions in tax loopholes and 
unnecessary corporate·S'ubsidies. That is the right way to cut taxes and reform the tax code. The 
wrong wayis·through ill-conceived flat tax proposals or excessive, broad-based tax cuts that 
either explode the deficit orraise taxes on struggling families. 
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, Do you think a capital gains tax'cut is desirable, given ttie current deficit? If so, why? If 
·not, why? 

I have always stated that any tax cut ml;lst be judged by'the following principles: how fair is it, 
whether it is targeted and efficient, whether it is ·good for the economy, and what its impact is on 
the deficit. I will not support proposals that do not meet these standards. 

As part of my 1993 Economic Plan, we passed a targeted capital gains tax cut for small and 
expanding businesses. This tax cut was fair, targeted, good for the economy; and part ofa plan to 
cut the deficit in half. I opposed Republican plans that did not meet these principles. Their plan . 
provided a capital gains tax cut that would not help the economy and was nothing more than a 
huge, retroactive giveaway. 

--'--_._- , 

In the future, I will consider any tax proposal on the basis of the principles I have 'laid out. 

". ":. 
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Historically, our tax system has been used 'for social engineering. The system encourages 
certain economic decisions .and behaviors over ()thers. Do you think this is desirable? Why" 
orwhy not? 

We take it for granted that there are some kinds of corporate investments we want to encourage, 
such as investments in plant and,equipment, and so the tax code encourages them. But I believe it, ' 
is also appropriate to use our tax system to reward work, provide help for families to save. care 
for their children. and pay for education, and to ensure productive investmentsand job creation in 
our distressed areas. 

The taX code currently encourages investment in physical capital. My balanced budget plan 
_______ .......cont.ains important tax reforms by recognizing that investment in people and education-- not just 

physical capital -- deserves tax, incentives. , For example, my balanced budget makes higher 
education and training tuition -- up to $10,000 -- tax d~ductible. To further encourage investment 
in education, I recently added a $1,500 refundabletax credit for tuition in the first two years of 
co 1.1 ege. ~ , 

My 1993 Economic Plan expanded the Eamed Income Tax Credit for 15 million of our most-hard 
pressed working families, so that our tax system would lift. families out of poverty, instead of 
pushing them into poverty. My plan also provided tax incentives for businesses to locate in some 
ofour most distressed areas: . ' , 

These changes and proposals are not only good for families, they are good for the economy, and 
the country. 
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What are your plans to strengthen the economy? 

When I took office, tHe economy was drifting: the deficit was skyrocketing, unemployment was 
high, and job growth was essentially flat. We put into place an economic plan to reduce the 
deficit, to invest in our people, and to get this country moving again. 

Today, the deficit is half what it was four' years ago, the economy has added 10 million new jobs, 
we have the lowest combined unemployment, iriflation, and mortgage rate in 27 years, and the 
long do~nward slide in houri)' wages has been halted. 

, 
We are on the right tra<?k, but we must go further. My agenda for growth is based on the 
following principles: balancing the budget, fair and open trade, increasing economic security, and 

___._----<;QDtinuiogJ.o invest in education and our childreri's' future. 

Ifwe balance the budget, we can keep interest rates down, increase savings, expand companies, 
start new small businesses, help more families buy homes, and help more parents send their 
children to college. ./ ' 

, . '. 
We will work to ensure free and fair trade. It has been proven time and again that when American 
workers are allowed to compete, they win. If other markets areasojJen to our products as we are 
to theirs, America's workers will do well. 

In the new economy, many workers will have to change jobs more often than in the past. 
Therefore, we will continue to work to give families the security to know that if they change jobs, 
they can carry with them access to health care and pensions and education for a lifetime. 

More than ever, whether you succeed 'in the next century is going to be based on 'what you know. 
We must expand Head Start, call for performance exams for graduating from each school and 
work to ensure that every American has access to a world-class education. We will seek to make 
all students technologically literate and connect' every classroom and every li,brary in America to 
the Internet by the'year 2000. And we will continue to expand access to college by pushing for 
my HOPE Scholarship tax cut; a $10,000 education tax deductio'n; penalty-free withdrawals for 
college tuition from expanded lRAs; expanded work study for one million students; increased Pell 
Grants to help low- and middle:-income students; $1,000 Honor Scholarships for the top 5% of 
every' high school class; and $2,600 Skill Grants to help dislocated workers to get the new skills 
they need. . ' 
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SOCIAL SECURITY 
, 	 , 

Q: 	 Do you think the Social Security system; of collecting.taxes needs to be revamped? If so, 
. why and how? If not, why? 

Q:Would you recOln~end raising the age at which individuals becom~ eligible for Social 
Security? if so, why? If not, why? ' 

. . 
Q: . Would you recommend abolishing the cap on earnings where the Social Security tax hits? 

Ifso~ why? If not~ why? ..>,' 	 j 

Would you raise taxes'ifvoters.~re willing to pay more to keep the Social Security 
program solvent? If so, why? If not, why? 

Answer to the aboveJour questions on Social Security: 

We have an obligationtoour'parents and children to protect Social Security for the future, 
Under my administration, we have done just that, making Social Security an independent agency;, 
reduCing backlogs, and upgrading services. I have opposed, and will continue to ClPpose, 
measures to cut Social Security to reduce the deficit or pay for other spending priorities or tax 
cuts. 

While Social Security is on firm fina~cial footing well into the next century, most experts ~gree 
that steps will be needed to address its long-term financing and demographic changes. We should 
address theselong-:-term issues the same way we have done in the past: through serious, 
bipartisan efforts that putpolitics aside, and that allow all parties to focus on the steps needed to 
secure the long-term solvency and'mai!1tain the existing broad national support forthe Social 
Security program,' . . 	 . 

Any discussion of specific proposals should take placein the'l~ast political context possible where 
elements are judged in the context of overall bipartisari plans to secure Social Security, But any 
overall bipartisan plan will have to ensure that Social Security'S financing is sound and prudent;' 
and that Social Security continues to provide the same true security .it has provided miliions of 
Americans for decades. , 
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Q. Would you recomme'nd ra'ising or lowering the age at which individuals become eligible 
for Medicare? If so, why? If not" why not? 

A:, As my budget proposal illustrates, it is not necessary to change the eligibility age of 
Medic~re to address the current financing chaJlenges facing the Medicar.e Trust Fund or to' 
balance the budget. ' 

It is important 'to note that making this change would not achieve significant savings for the 
Medicare program, since seniors between the ages of65 and 67 tend to be healthier, than their 

__ .. __ -'______.. -.9ldeLC9.!J!!l~l]Jarts, Moreover, increasing the age ofeligibility may have the unintended effect of 
significantly increasing the numbers of the uninsured. Because of downsizing 'and voluntary 
retirements after age 60, older Americans who haven't reached the Medicare eligibility age 'of65 
have to try and buy much more expensive individual health insurance policies, Seniors are finding 
it virtually impossible to find affordable health insurance, particularly if they have a pre-existing 
condition. For these reasons, I would have concerns about contemplating 'any increase in the 
Medicare.eligibUity age in the absence of broader health reforms that addressed this problem.' 

Q.. Would you raise taxes if voters are willing to pay more 'to keep the Medicare 
program solvent? If so, why? [f not, why not? 

A My balanced budget shows that it is not necessary to raise taxes to address the current 
financing challenges facing the Medicare trust fund. Through savings and policy changes, my 
balanced blidgelwouldextend the life of the trust fund until 2006. 

Q: ' What steps would you take to guarantee that each individual could purchase a 
health ins'urance plan if they don't get one through their job? 

A: I believe that we must work step by step to ensure that every American has access to 
affordable health care. The first step we should take is to pass into law the Kas.sebaum-Kehnedy 
health insurance reform bill now before Congress. This legislation offers previously covered 

, workers who change jobs continued heaith insurance .. I have also proposed to enhance the 
K~ssebaum-Kennedy portability benefit by including in my balanced budget a provisiol1"to give 
assistance with premiums to millions of Americans who have temporarily lost their jobs. We 

',should also provide greater flexibility for states to expand their Medicaid program to working 
Americans. J have started this by authorizing state Medicaid waivers, and by proposing Medicaid 
reform legislation to allow states to make these changes without going through a burdensome 

. .
waiver review process, 

v 
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Q. What do you think about Medical Savings Accounts? 

A: I am concerned that MSAs would further segment the insurance market between healthy 
and sick,.significantly increasing premiums for people who want to keep their traditional health 
insurance plans, without containing costs orexp,anding coverage. 
B~cause of these concerns, I want to know .more before we allow open.;.ended, unconstrained 
MSAs, 

That is why I have proposed working with all interested parties to develope a fair and objective 
experiment. It is my.hope that Republicans and Democrats can agree on the parameters of such a ' 
study. I strongly believe, however, that the import~mtinsurance and other health reforms included 
in the Kassebaum-Kennedy bill should not be held hostage to our inability to agree on an 

_.. ____ ,appropriate ~tu.dy. We should not forgetthat this legislation passed the U.S, Senate 100 to 0 
without any MSA provision. 

..' 
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Q. What would you do to make it easier for working families to care for their older and 
disabled family members? 

A. . The first step we must take to ensureatfordable long-term care is to protect the Medicaid \ 
. program against proposals to turn it into a block grant. Other than families who finance their \ 
long-term care cost~ theln'selves, Medicaid is the'primary long-term care provider in this nation. 

Recognizing this and the other important safety net protections provided by Medicaid, I have 
steadfastly opposed any proposal to undermine its guarantee of coverage. My balanced budget 
assures the continued Federal enforcement of national nursing home quality standards and retains 
protections against the impoverishment of spouses and adult children of nursing horne residents. 
It~~so contains,_a proposal for a new respite care program for the families of Medicare 

.' beneficiaries suffering fromA)zheimer's disease .... · . . 

While we are protecting and strengthening Medicare arid Medicaid and making them more 
efficient, 1 believe strongly that Wy should provide states the flexibility they need to offer more 
home- and community-based care~· My balanced budget gives states ad,ditional flexibility to 
expand home- and cqmmunity services without Medicaid waivers. It also improves Me(iicaid and 
Medicare managed care options by offering the Program of All Inclusive Care for the Elderly 
(PACE), a new, <;omprehensive package' ofacuieand long-term care services for elderly 
beneficiaries eligible for institutional care, . 

Finally, to make taking care of a parent or a disabled 'family member more affordable, my balanced 
budget proposes to allow individuals to withdraw funds from their IRAs without penalty in order 
to pay for major life expenses, including financially devastating medical expenses or nursing horne 
care for a parent. I am also supporting changes in the tax code that put private, long-teffil care 
insurance on a'level playing field with traditIonal health insurance~ as long asit meets basic 

. consumer protections. Clearly. the public sector will not be able to provide for all of our nation's 

long-term care needs. These enhancements to long-term care initiatives will help'the private 

sector be more responsive to the increasing needs of the expanding chronically-ill popUlation, 


, . 

. '. 

I 
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Q. 	 Now that the "era of big government is over, tt how will you help the large baby 

boom generation accumulate enough to be secure in their retirement? 


A: In the last three years we have done a great deal to expand opportunities to save for 

retirement and to protect pensions. But there is so much more we have to do. Millions of 

Americans are not saving enough for their retirement. Often they have no choice. They may have 

a job where there's no retiremenr plan, ha~e to change jobs, aren't eligible for savings plans, or 

their employer goes out of business before they become vested. 


To help these hard-working Americans, I have proposed The Retirement Savings and Security 
Act. This comprehensive legislation would help expand pension coverage to the 5 f million 
working Americans who are not now covered by an employer-provided retirement plan. It would 

_help'Y9Lkers take their retirement savings with them and keep saving if they change jobs or lose 
their job. It also tightens sec.urity, so that retirement savings will be there when a worker retires. 

. . 


First, it would establish a new kind of 40 I (k) plan for employees of smaIlhusinesses. Second, it 

expands IRAs by doubling income. eligibility so that 20 million more Americans earning up to 

$100,000 a year can takethis tax deduction. Third, it increases the portability of pensions to help 

the more than 5 million workers a year who chang~ jobs and have an erriployer-provided pension. 

It means workers in new jobs will not have to wait to start saving in an employer pension plan. 

And because reform should start at home, we would allow federal workers to save from the first 

day on' the job. 	 . . " . '., 

Fourth, we must continuelo enhance pension security. We must build on. what we have done to 
help secure pensions through tighter enforcement. Most employers do play by the rules, but we 
must ensure that no employer can easily skim from their employees' contributi9ns Our plan 
cracks down on fraud, requires broader audits, and protects 	 . 
workers like those whose pensi9ns were threatened in the Orange County bankruptcy. 

One of the reasons 1 vetoed theRepublican budget was that it gave a green light to corporations 

to take $15 billion out of pension plans. We came together in a bipartisan fashion in 1994 to 

stabilize the pension funds of the country, and we should not turn around and undermine the 

security of those pensions.' ~ •
I 

With The Retirement Savings and Security Act, we can help to make. retirement something 
Americans can look forward to, not dread. I hope we di.n pass all the elements of this plan. This 
is something we can and should do for America, and we ought to do it now. .. 

" ;. 
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" , 

Q. Would you raise or remove Jh~ limits on'401{k) plans:and individu'aJ retirement 
accounts to encourage individuals to save as,much as they ,can and want? If so, 
why?' If not, \Vhy? ' " ' , ' " 

A,' To better help w~rking families save for thei~ 'retirement, illY balanced budget' plan doubles 
the IRA eligibility limits ,and indexes for inflation both, those limits and the amount that can 
be contributed ta~-deferred, Doubling the income limits will enable another 20 million 
fainilies to (mike tax.,deductible IRA contrihutions, ' , ' ' 

, ' , , 

" , , 

, ' 

, ' 

." . 
" , 
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" 
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Update on 

Resource-Based Practice Expense Relative Value Units 


A. Background 

Medicare's physician fee schedule. implemented beginning January 1, 1992, established relative 
values for three components ofeach physicians' service: physician work:, practice expenses, and 
malpractice insurance. The sum ofthese three components represents the relative value for a 
service; this relative value is used in conjunction with a conversion mctor to establish the 

. Medicare fee schedule amount for the service. The relative size ofthe three components varies 
for each service, but on average. physician work represents S4 percent ofthe overall relative 
value. practice expenses 41 percent and malpractice insurance 5 percent. In FY 1996. out of total 
physician allowed charges of$42 billion $17 billion were for practice expense relative vaJue units. 

. . The Medicare physician fee schedule established relative values for physician work based on 
physicians' estimates ofthe resources typically used in delivering each service. Practice expense 
and malpractice expense relative value units, however, were constructed based on allowed 
charges under the old reasonable charge system ofpaying physicians. Rel 9.tive values for these 
components thus largely reflect historical values, witho~t a direct and explicit relationship to 
resourceS used. 

Section 121 ofthe Social Security Act Amendments of 1994 requires the Secretary ofHealth and 
Human Services to develop and implement. effective January 1, 1998, a systemofresource·based 
practice expense relative value units for each physicians' service. The law requires that the 
methodology recognize the staff. equipment, and supplies used in the provision ofmedical and 
surgical services in various settings. 

B. Framework for Determining Practice Expense Relative Value Units 
i 

Practice expenses include two different categories: direct (or variable) costs and indirect (or 
overhead) costS. Direct costs cover the. specific resource, inputs, such as clinical and non-clinical 
Jabor, medical supplies. and equipment, that can be identified for a specmcservice. Indirect costs 
are overhead costs that do not obviously relate to specific services but that must be allocated 
acroSs all a practice' s· services on the basis of some form ofgeneral rule. Indirect costs include 
rent, utilities, office equipment, accounting and legal fees. and similar general expenses. Relative 
value units can be derived separately for direct costs and for indirect costs and then summed to 
create practice expense relative value units. 

The Health Care Financing Administration (ReFA) will attempt to treat as many physician 
practice costs as possible as direct costs, explicitly linked to specific services and thus not 
requiring allocation. HCFA's preliminary estimates are that direct expenses are approximately 60 

. percent of total practice expenses, versus about 40 percent for indirect expenses. 
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HCF A has been proceeding by attempting to identify all the specific direct costs for individual 
services and by developing an allocation method to attribute indirect costs to individual services~ 
As we developed this approach, we sought input from the Physician Payment Review Commission 
and from researchers expert in relevant methodologies. To collect the data for the development 
ofthe practice expense relative value units, HCFA contracted with Abt Associates. 

Direct expenses . 

To gather information on direct expenses, Abt convened 15 clinical practice expert paneJs 
(CPEPs), each consisting ofS to 17 physicians. These panels estimated the typical amounts of 
non-physician Jabor, including both clinical and non-clinical labor, medical supplies, and medical 
equipment expended in the provision ofMFS services. Because the phySician practice incurs 
different costs in the office and non-office setting, the CPEPs reported these direct serviCe inputs 
for both setti,ngs for services that are performed in both settings. Abt is computing direct cost 
estimates for each service by applying national standardized prices to the service inputs. HCF A 
will edit the resulting data for consistency and use scaling techniques to calC41ate the appropriate 
set ofdirect relative value units for all services. 

Indirect expenses 

Allocation ofindirect expenses to particular services. a standard problem in accounting, requites . 
some ge~era1 allocation method or rule that can be used across all services. . To obtain information 
on indirect costs, Abt fielded the Survey ofPractice Costs to collect information on aggregate 
costs and case mix for sampled physician practices. The response rate from a large pilot surVey 
was approximately 25 percent. Such a 1owresponse rate' called into question the validity and 
reliability ofthe results. Statistical experts frequently look: for much higher fl!SpOnSe rates as a 
safeguard against «response bias." which arises when respondents are not a random portion ofthe 
entire sample and which means that the survey results cannot be relied upon to present a true 
picture of the group from which the sample is drawn. HCFA conchided that the results of this 
survey could not provide an adequate basis for reliable estimates of practice expense by 
procedure. Consequently, in September 1996, ReFA instructed Abt to terminate work on the 
survey. 

Data from this survey would have allowed RCF A to attempt to use econometric methods as an 
option to derive indirect costs estimates for families ofcodes based on the relationship between 
aggregate indirect costs and case mix. Clearly, this is no longer an option. We are continuing to 
assess a number of more standard accounting methods to allocate indirect costs. These methods 
are based on data that currently exist. Among the options are methods based on two studies 
recently completed with HCF A funding: one (by Dunn) allocates indirect costs as a function of 
physician time and the other (by Pope and Burge) uses physician work. Other possible bases for 
allocation incJude direct labor costs, direct costs, and various combinations ofthese variables. No· 
choice among such methods has yet been made. 
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Reports of these above-mentioned studies. including simulated impacts ofresource based. relative 
practice expenses on various specialities. have been widely distnouted. These studies should only 
be viewed as illustrative. RCF A will not use the values generated by these studies. Instead, we 
will use more recent data and use our own allocation algorithms. In particular. both ofthese 
studies simulated impacts based upon the authors'. methods for deriving both direct and indirect 
relative values. HCF A, however, will only use an allocation method for theJndirect portion ofthe 
practice cost relative value. Since the data RCFA will use for estahlis~g direct relative values is 
not yet available, simulations available to date should not be relied on as capturing the overall 
effect ofa resource based practice expense relative value scale. 

D. Next Major Steps 

Data from the CPEPs on direct inputs and on the costs ofthese inputs foreach code is now being 
delivered to HCFA HCFA is proceeding with analysis ofthese data and with development of 
options for al1ocation methods and other procedures. HCFA expects to·meet further with 
representatives of the medical community near the end of the year to present and discuss 
preliminary relative values under various scenarios. Informal comments from the medical 
community will be invited at that time. . 

HCFA plans to publish the Notice ofProposed Rule Making for implementation ofresource based 
relative practice expenses in the spring of 1997; the notice will be followed by a 60 day period for 
formal public comment. HCF A plans to publish the final regulations (as part of the annual 
regulation on Medicare physician payment) in November 1997 for implementation on January I, 
1998. 

Prepared by HCFA., Nov. 1996 

TOTRL P.04 




,OCT-28-1996 12: 17 HCFR-OLIGR 2026908168 P.06 

Statement of the 

American College ofSurgeons 


to the 

Subcommittee on Health and the Environment 


ortbe 


House Committee on Commerce 


presented by 


Paul A. Ebert, MD, FACS 


RE: Medicare Program Issues 

June 26, 1.995 

Cbica.go Headquarters Washington Office 
5S East Erie Street 1640 Wisconsin Avenue, NW 
Chicago, lL 60611-2797 Washington, DC 20C107 
(312) 664-4050 . (202) 337-2701 
FAX (312) 440-7014 FAX (202) 337-4271 

http:Cbica.go


I, 

'OCT-28-1996 12:18 

1 
" 
. , . HCFA-OLIGA 2026908168 P.08 

American Medical Association 
Physicians dedicated to the health ofAmerica 

UOt Vermont Avenue, NW 
Washington, DC 20005 . 

Statement' ,"" 

to the 

Subcommittee on Health and Environment 
Committee on Commerce 

U.S. House of Representatives 

Re: Medicare Reform 

Presented by Daniel H. Johnson, Jr., MD 

June 28, 1995 

Division or Legislative Counsel 
202789-7426 



~. OCT-28-1996 10: 27 HCFA-OLIGA 2026908168 P.02 

~SIMTODA 


Testimony of the 


American Society of Internal Medicine 


toth. 


HOL188 Commerce Committee 


Subcommittee on Health 


on Medicare Reform 


August 3, 1995 

aSimlIlIJ
II!'IIeI'ic8n SiIICIIIty of1ntamaI ~clllll 

20" PENNSYLVANIA AVENUE. NW· SUITE 800 
WASHINGTON. DC 20008-1808· (202) 835·2748 



---.,...; OCT-28-1996 10: 27 HCFA-OLIGA 2026908168 P..03 
" 

Testimony of the 


American Society of Internal Medicine 


to the 


House Commerce Committee 


Subcommittee on Health 


on Medicare Reform 


August 3, ,1995 


Introduction 

1 Thirty years ago, the Medicare program was created to ensul'9 that the nation's elderty would not 
2 ·be denied medical cara when they needed It. Today, almost all Americans over 651eel secure In 
3 . the knowledge that heatth care services will be accessible to them. The American Society of 
4 Intemal Medicine, representing the nation's largest medical specialty and the pl1ncfpal providers of 
5 medical care to Medicara beneficiaries, Is committed to preserving this contract with older 
6 Americans. However. In the face of changing demographics, burgeoning costs and the need to 
7 restrain overall federal spending, the Medicare program-as well as aU those affected by its 
apolicies-is facing an unprecedented challenge. 
9 

10 Eariier this year, the trustees for the Hospital Insurance Fund deaared that the Part A fund which' 
11 finances hospital care will be bankrupt by the year 2002. What few l'9aliza is that the fund has 
12 already begun to run a deflc:::lt. Bankruptcy Is merely the end product of the red ink that Is 
13 beginning to accumulate In the system today. 
14 
15M the population of Medicare eligible Individuals grows, the ratio of wOrking Americans who 

, 16 support the program WIth 1tlelr payroll taxes to beneflctartes has diminished. Whereas today there 
17 are five worklng-age persons' for each person over 65, by 2030 when today's workers I'9tire and 
, e their children are wage earners-the ratio ¥"ill be three working-age persons for each American 
19 owr 65. WHhout arry policy changes, Medicare SMI (part B) win grow to more than 7 percent of 
20 the payroll tax base by 2030-up from one percent today. Although beneficiaries overall continue 
21 to haw ready access to physicians and other providers. disturbing trends have been identified by 
22 the Physician Payment Review Commlsslon (PPRC) and other organizations tracking the Medicare 
23 program. For example, the PPRC notes In Its 1995 report to Congress "'0$8 over age 65, 
24 Individuals living in poverty areas and the disabled continue to uperience access barriers- that 
25 existed prior to the latest round of Medicare refonn. The Employee Benefits Resear...h InsttMe 
26 (EBRI) recently issued data shOWing that the number of Medicare patients seen each week by 
27 intemists has been dedlnlng steadily since 1989. No the same time. there has been a slgntficant 
28 InCrease in intemlsts contracUng with managed care plans. In the wake of continuing cuts in 
29 Medicare relmburMment to control program costs, physldans may be entering practice 
30 environments where the degree of Involvement wtth Medicare patients is limited. 
31 

1 




,: OCT-28-1996 10:28 HCFA-OLIGA 2026908168 P.04 


#'. " 

1 Indeed, savings already enacted in previous budget reconcJliation measures that are now being 
2 Implemented Will reduce payment levels to physicians over the next seven years by 17 percent. 
3 even before the Impact of inflation is taken Into account. Under one of the savings options . 
4 proposed by a subgroup of the House Budget Committee, the reductions In payment levels for 
5 physician services will Increase to 31 pen::::ent over the next seven years. If the debate beginning 
6 nOlN in Congress Is about making sure the elderty have access to appropriate, high quSJity health 
7 care into the next century, continued reductions of this type will only undermine this promise and 
8 create a Medicare program ~at guarantees access in name only. 
9 

10 . If no action Is taken, the hospital side of Medicare will go broke in less than a decade, the 
11 supplemental medical Insurance portion of Medicare will consume increasing amounts of the 
12 federal budget and beneficiaries may face Increasing difficulty in obtaining needed health care. 
13 This is ctearty not a viable option. 
14 
15 Policymakers could continue with the historicaJapproach to attempting to reign in Medicare's 
16 costs-enadlng cuts In provider payments and imposing Increasing regulatOtY rules on the 
17 program as part of massive year-end budget reconciliation measures. This, of course, does not 
18 address the undertylng reasons for Increasing costs under the program and will only serve to 
19 exacerbate many of the growing problems In Medicare. 
20 
21 The third option Is to reform Medicare by correcting growing inequities in the current payment 
22 system that discourage the delivery of primary care, bY placing Medicat8's financing on a sound 
23 basis and by introducing the kind of marketplace Incentives that have enjoyed success In the 
24 private sector in holding down the growth of health care costs. ASIM strongly believes that this is 
2S the only omion thi!l9QDgl'8§S §hould consider. 
26 
21 ASIM recognIZes the urgent need for reforming the Medicare program and restraining growth in 
28 spending under other federal health care programs. However, intemists also beliew that 

·29 slgnmcant changes In these programs Ideally should be made in the context of other health 
30 system reforms. Medical liability refonn, insurance market refonn, measures to broaden and 
31 protect· choice of plan and physician, and. steps to ensure due process for patients and providers 
32. in health plan operations and clinical decisions are important sys18m-wide'reforms that will roster 
33 an environment In which changes In Medicare will have a positive Impact. 
34 
35 Nevertheless. the followtng recommend~ons comprise ASIM's response to pollcymakerst calls for 
36 proposals to address the need for fundamental changes In the Medicare program so that it may 
37 continue to baa reliable source of medical care for the nation's elderly well into the new century. 
sa The recommendations propose both Immediate and longer-term reforms in the following areas: . 
39 
40 1. Reforms that can be enacted today in the Medicare fae schedule to alleviate the 

41 adverse Impad on primary care and other nonsurgicaJ services of current and 

42 proposed reductions In payments for physicians' services. 

43 
44 2. Immediate changes to be made In Medicare financing and the existing Medicare 

45 risk contracting program. 

46 

47 3. Longer term refonns to expand beneficiaries' chOice of inSurance options through 

48 enadment of a defined federal oonbibution-or youcher-program .. 

49 


2 
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'1 Reforming the Medicare Fee Schedule 
2 
3 ASIM believes that any attempt to reform Medicare that does not address existing inequities In the . 
4 Medicare fee scnedule that distort the intent of the resource based relative vaJue, scale-and' that 
5 also create strong financial disincentives for physicians to enter and remain in primary care-will 
6 only lead to further Imbalance within the system. These IneqUities stem from a number of 
7 decisions made by past Congresses In enacting and modifying the originaJ 1989 Medicare 
8 physician payment reform plan. 
e 

10 Under Medicare law,there are three separate target rates of spanding growth - called volume 

11 perfonnance staridards (\IPS) - for surgical procedures, primary care services, and all other 

12 nonsurgical services. ThiS has resulted In three separate conversion factors-the. dollar multiplier 

13 which translates Medicare'S resource based relative value scale (RBRVS) into fees-for surgical 

14 procedures, primary care services, and other nonsurgery. Prior to 1993, there were only two 

15 separate VPSs and conversion factors, one for surgical procedurBS and one for nonsurgery. 

16 
17 . In OBRA. 93, Congress added a VPS category for pl1mary care services-office, nursing home, 
18 home, and emergency room Visits-in addition to the other two categories. Creation of a separate 
19 primary care category was Intended to mOderate any adverse impact on primary care services of 
20 other changes made by OBRA 93 lowering payments for physician selVices. However, all . 
21 services pald under the Medicare fee schi3dule-lncluding primary care services-will begin 
22 experiencing payment reductions in the next two years and beyond because OeRA 93 doubled 
23 from two to four percent the required 8perfonnance standard reduction- that is subtracted from the 
24 fiVe year historical rate of inetease for physician services for the purposes of calculating the VPSs. 
25 
26 .ASIM's concern about the Impact of Medicare cuts Is exacerbated by the fact that the current 

27 fonnula for determining Medicare fee schedule updates, as modified by OBRA 93, will haw a 

28 greater adverse impact on primary care and other nonsurgical services,than on surgical 

29 procedures. "111_ are U'al fIIcI8: 

30 

31 • Under current, law, the amount that Medicare pep tor primary car...rvlces WIll 

32 autamatlcaJly be cut by 2..2 percent In 11e6, unl_ Congr_ decld.. otherwl8e. 

33 Primary car... the onlx category of Medicare expendltU .... that will be cut next year 

34 even before addWonai AVlnp .e mandated. 

3S. 

'36 • Under current law, an other phywlclan ..rvlea are ex:pectlld·to Join prtmary care In 
37 experiencing annual fae cl.lts beginning In 1117 and continuing every year, according 
38 to the cao and Physician Paym~ Review CommlUion. Medicare payments for 
39 primary care will be cut by 17 percent ovar the next MYen years. 
40 ' 

41 • Additional propoaed MYlngs, such .. U'Ie three petcent reductlon In upclllt88 

42 propo88d by the House Budget ,.committee'. Health Care Working Group, will cut 

43 Medicare faa far primary cera 88MCM by mora than 31 percent werth. nat seven 

44 yeara, even without considering the Impact of Inflation •. other proposals would cut 

45 fees even more. 

46 

47 • Under prevloualy enacted and proposact cuta~ Medicare fMe natiOnwide for a 

48 typical 15 minute office VIsit will drop from about $35.00 In 11es to $34.(M) In 1996, 

49 $27.00 In the year 2000, and .... than 124.00 In aoo2

3 
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1 • Because of ,the CLIt8, Medlcar. 1_ for primary car ...rvte. will not cover 
2 overhead. According to national surVeys. Intemlsts in 1992 incurred annual overhead 
3 costs of $172,900, or $34S8 weekly (assuming 50 work weeks). Intemists' offices ara 
4 open an average of 21.3 hours per week. this means that the, overhead costs are $126 
5 per hour for each hour the office Is open. In 1996, Intemists will barely break even under 
6 Medicare's fees for a 15 minute office visit ($136 in ravenue per hour). By 2.000, the 
7 r8Yenue from office vlalbt-l1 08 per hour-would not cover overhead even _umlng 
8 no Increase In overhead·costa from the 1812 costs. ' 
9 

10 • Many Intern_ report that they will haVe no choice but to limit the number of 
11 Medicare paltenta In tllelr practicaa. to cwtllll MI"VIceaa, or to take other atepa to 
12 reduce reliance on Medicare If the current and propoMd cuts ar. Illowedto go Into 
13 affect. A recent ASIM survey of at typical group of several hundred intemists nationwide 
14 asked how they would respond to reductions of ·up to 20 percenr in Medicata fees. 
1S Since the proposed reductions would be much greater, their responses underestimale the 
t 6 probable adverse Impact on patient care. Only 25 percent said they would -make no 
17 changeA in their practice. Forty...tx.,.rcent would Omit the number of new Madlcare 
1 B patients; 8 percent would dlacontlnue tlklng care of current Medicare patients; 10 
19 pen:ent eaJd they would chang. their career; 31 percent would change their practJeea 
20 eo, that they are no longer'dependent on Medicare r"IY8nU_ii 38 percent would 
21 reduce aetvlcea to benaftclarla8; and 21 percent would plan an .....I.r retirement. 
22' 
23 The follawfng chart Illustrates what will happen to payments for three different types of primary 
24 care services under a.Jts already contained in the law and under proposed reductions. The 
25 ·currant law" column reflects established 1995 fees, the 1996 default update of-2.2 percent for 
26 primary care serviC8s, and the PPRC's estimates of the conversion factor reductions for 1997-2002 
27 based on savings mandated by OBRA 93. 

·28 
29 The -proposed 3 percent reduction·' column assumes that Congress allows the -2.2 percent 

30 default update for primary care services to, go into sffact In 1996 and rad~ces the conversion ' 

31 factors for 8.11 seMC8S by 3 percent per year beginning In 1997. These figures assume a 

32 reduction tn future updates of 3 percent per year as proposed by a subgroup of the House 

33 BUdget Committee and do nat Include other proposals In the subgroup's document that would 

34 save another $16 billion in physician senOcas paid under the Medicare fee schedule. Even if 

35 Congress does not enact the 3 percent conversion factor update reduction proposed by the 

3S subgroup, other savings proposals that would rBSUIT In a comparable reduction in Medicare fae 

37 sdledule payments would have the same impact as Illustrated balow. 

38 

39 Because the estimates in both columns do nat take Into account the Impact of Inftatlon, they 

40 undeffitate the extent of the redudlons In payments for primary care services. 

41 
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'1 Office Visit (lev •• 3) 

2 

3 
4 

6 
7 

1995 

Currant Law $34.92 

3%CF $34.92 
Reduction 

1996 2000 2002 Percent 
Change 

$34.16 $30.50 528.93 -17.2 

$34.16 $26.90 $23.97 ·31.4 

8 NUnlfng· Horn. Vlalt (lavel 2) 

9 

11 

12 
13 
14 

. Home VIall (level 2) 

1995 1996 2000 2002 Percent 
Change 

Current Law $48.39 $47.32, 54225 $40.09 -17.2 

3%CF 
Reduction 

$48,39 $47.32 $37.27 $33.21 -31.4 

16 I 

17 
18 

19 

1995 1996 2000 .2002 Percent 
Change. 

Current Law . $61.48 $60.13 $53.69 $50.94 ·17.1 . 

3%CF 
ReduCtion 

$81.48 $80.13 $47.35 $42.20 -31.4 

.21 
22 To correct the flaws that will otherwise worsen the Impact on primary carg and other nonsurglcaJ 
23 services. ASIM strongly supports the following recommendations In the Physician Payment Review 
24 . Commission's 1995 Report to Congress: ' 

26 A "ngle .vclwne performance standard and update for ·all catagorlaa of servtces 
27 Mould be adopted. If ..pend. anda,da and updataa by catagoliaa of aervlcea are 
28 retained, they ahould be buecI 'bn the recent trend In volume and Intensity growth for 
29 each category as called for by the Omnlm. Reconciliation Act of 1990, and 

differential u.pdat.. should be In effect for one year only. 
31 
32 The currant formula-fly. year historical trends minus a four perCent 
33 performance standard reductJon-.hould be replaced by per capita GDP t plus 
34 . an additional factor of one or two perCent. 

36 There are sewra! reasons why these manges In the law should be enacted: 
37 
38 Flm, mandating that the VPSa be basad on GDP plua two percentage points Is need.d to 
39 reduce the arlv..... Impact on aCC88S and quality that will atherwlse oc:;c:ur from fee 

5 
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1 reductions. Because OBRA 93 doubled the performance standard reduction fador, It will be 
2 impossible to keep spending within the VPS targets. The PPRC notes that "the problem is that 
3 this [four percent performance standard] reduction is now permanently embedded wtthin the 
4 default formula and applies even as the 1991 to 1993 growth rate is the lowest two-ye8r growth 

. 5 rate since 1985. In effect. the formula demanos that 'however well physldans did In meeting the 
6 previous year's standard, they must reduce volume by an additional 4 percentage points each 
7 year or pay a penalty In reduced fees. Clearty, It is impractical to expect that physicians will 
8 ' continue to achieve such savings year after year! The cunant formula sets In motion a steady 
9 dedlne In Medicare fees beginning in 1996 for primary care services. and in, 1997 fer aU other 

10 services. that Will continue into the foreseeable Mure. Because overhead costs cannot be 
11 reduced to offset these cuts, ASIM estimates that net Medicare payments will be reduced oyer 60 
12 percent. 1l1e result will be a serious reduction In access to physician selVices and especially. 
13 access to primary care. Additional,saYings that Congress may mandate could have devastating 
14 consequences for access. A formula of GOP plus two would reduce or eliminate the fee 
15 reductions and the need to constantly reduce the number at services provided to paHents. To 
16 maintain budget neutrality. a change to the GOP plus two formula could be offset by a one time 

, 17 reduction in the conversion factors. provided that this is done in a wtI:f that reduces the gap 
18 betWeen the surgical conversion factor and the other two categories. 
19 
20 , Second, the current method for detennlRlng the fee updates and VPSa will magnify and 
21 .coallrate the 8ccau problema resulting from budget cuts. The elderly depend on primary 
22 care physicians for their ac:ces.s Into the Medicare system. Primary care is therefore the first place 
23 where access problems will begin to becpme evident. As noted earlier, access barriers continue 
24 to exist for the vary old, the disabled and the poor. The Physician Payment Revtew Commission 
25 staff estimates that under the current fonnula, the 1997 conversion factor for surgical procedures 
26 will be 26.7 percent higher than for primary care selVices and '29 percent higher than for other 
27 nonsurgical SSMC8S. Because the conversion factors for primary catB and other nonsurgical 
28 services start out so much lower than for surgical procedures, any additional cuts in the 
29 conversion factors will disproportionately hurt primary care physicians and other medical 
30 spec:lallsts. It Is Irrational to have lnplace a policy that is inherently disadvantageous to primary 
31 care when access to primary care Is at the greatest risk of being reduced. 
32 
33 third, the method for determining the VPSa and ,.. upcIetM Is Inherently contradictory to tho 
34 Intent of the reeource baNd relative valutl acale (RBAVS). 1l1e RBRVS was intended to pay 
35 physiCians the same amount for selVices that InwNe equal physician work. But the current policy 
36 of different conwrsloFl factors will'result In surgeons being pald 25-30 percent more for their 
37 surgical pl'OC8dures than primary care physicians are paid for a non-surgical service requiring the 
38 same amount of time. mental effort and ludgment, technical sldll and stress. It Is preCisely the 
39 kind of contradictory federal policy exemplified by the VPS method that has led to widespread 
40 distrust and dissatisfaction with way that Washington does things. 
41 
42 Fourth; the current method encourag_ lnefftciency, since It penallza many physlcl.na for 
43 chang_ In pl'llCtlca padt8nw that. mIIY reduce Medicare ~ while rewarding othem 
44 for reductio... In volume over which they have no ~Irect controL Some have argued that the 
45 policy of malntaJnlng separate VPSs and tonverslon factors should be supported because it 
40 ' -rewards- surg~ns for reducing volume by more than other physicians. The evidence suggests, 
47 however, that the reduction In surgical volume Is due principally to changes In pracllce patterns, 
48 such as the subsUtutlon of less expensive forms at treatment by Internists for condtHons that used 

6 

- .........---··~ .........,---···-·... rtJI---,·---·#·---·.. ""--~· ..,--.---.«--~--...-----------~----------
45 

46 LaSt December, a report on enUtlement reform options was Issued by staff from the Bipartisan 

47 Commission on EntitJement and Tax Rafofm (hereinafter referred to as the Commission). That 

48 report Identified a number of measures that could be enacted in the existing Medicare program to 

49 stem the Imbalance In funding. These Improvements can be made with or without enactment of 
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1 other long term reforms, such as a voucher program. Among those Improvements ASIM supports 
2 are: 
3 
4 1. Increasing the eligibility age for Medicare to, align it with ell,glRll1ty for Social 

5 Security, By early in 'the nex! century. the eligibility age for Social Security will be 

6 <1\) f17, It would make sense, both fil1anciaUy and administratively. to couple the 

7 'II eligibility age for Social Security with that for Medicare. However, such a change 

8 must come In concert with Insurance market reforms and other measures to assist 

9 those elderty under f9 with chroniC. but not disabling, Illnesses In maintaining 


10 Insurance coverage. , , 

11 

12 2. increasing the amount mntributed by upper income beneficiaries to financing 

13 the Medicare wern. The Commission staff proposed reducing the Part B 

14 premium subsidy and creating a new Part A p18mium indexed accorcllng to growth 

15 
 in program costs. ASIM bellBY8S this premium should instead be Indexed to 

16 
 income. This would avoid imposing an excessive burden on those with modest 

17 means while concomitantty calling for approprlale contributions from those with 

18 graater ability to finance theIr health care. 

19 

20 
 3. applyioo me Part B coinsurance to home health seryicU, Current law requires 
21 no cost shartng t1y bensftdarles for these. services, Home health care has been 

22 
 among the fastest growing parts of the Medicare budget and cost sharing has 

23 
 been demonstrated effective in stemming overutitization of services. 
24 

.25 4. io!tludlng In taxable InCome the value of healttJ in§ytIDce benefits beyond a set 
26 value of Insurance premium. Today. employers and workers benefit from a system 
27 that gives preferential tax treatment to high cost health Plan.s. Placing a limit on 
28 the tax deductibility of such health Insurance will promote the purchase of cost~ ,
29 affective but moderately priced health plans and would bring In significant reVenue 

30 , into the heSlth care financing system. . . . . 

31 


5. limiting disproportionate hOSDj(aj share COSH) payments only to those facJUties 

33 

32 

that. in fad, care for a disproportionate share of MediAte patients. The. 

34 
 Commission staff report cited studies showing that DSH payments, Intended to 


,35 
 compensate hospitals for services provided to low inmme IndMduaJs. have been 
used by some states for purposes beyond itS original Intent. WIthout harming 

37 those hospitals truly In need of these payments. the formula should be changect
38 e.g. elimination Of OSH payments for hospitals whose disproportionate share Index 
39 Is belOW the BOth percentile-to avoid Inappropriate uses of federal payments. 
40 
41 In accord with ASIM's longstanding policy that Medicare trust fund reserves should be augmented 
42 through a combination of expenditure reductions, program efficiencies and revenue Increases. 
43 ASIM also supports: 

36 

44 
45 

1/
6> Increasing federal excise taxes on alcohol and tobacco if the revenues from 

46 _ changes IdenHfted above Prove Inadequate to finance an appropriate level Of 
. 47 ,', beneflts. Not only would these additional revenues help to support the program 

4B but they would discourage certain behaviors that result in increased public and 
49 . personal health com., . 

8 
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1 Historically, Medicare has served as a major source of financing for training of this nation's 
2 doctors. However, changes have been proposed in Medlcara's funding of graduate medical 
3 education (GME) as another avenue for achieving significant savings In the program's budget. 
4 One proposal offered by the Health Care Working Gr('lup of the House Budget Committee would 
5 cut direct and indirect GME spending by $27.24 billion over seven years. 
6 
7 ASIM believes It Is time to rethink Medicare funding of graduate medical education. nat simply 85 

8 a device to reduce federal spending, but in order to respond to the changing health care delivery 
9 environment and to ensure thai all components of the health care system that benefit from highly 

10 trained physicians contribute to the cost of their education. To those ends, ASIM supports: 
11 

12 

13 
14 <Jl1516 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
29 

30 

31 


·32 
33 
34 
35 
36 

31 

38 


'39, 
40 
41 
42 

~-ro 

46 r 
47 
4S 
49 

7.cruttQO of a national all-payer funding pool for GME. All payers and health 
plans should contribute a percenlage of their premiums to a financing pool for 
graduate medical education. With managed care plans and other health deltvery 
organizations seeking qualified. well-trained physicians for their networks, they. as 
well as all payers Interested In providing the best care possible for their Insureds. 
have a stake In the eduC8Uon of the physldans that will contrad with their plans. 
Until now, no one has asked these heallh plans and insurers to help support the 
cost Of training this nation's physicians. However, given Medicare's financial 
condition. the federal govemment can no longer be viewed as a major source of 
funding for the future iupply of doctors. 

8. creatfon of a private sector phYSician workforce planning jnWative. TIle 

American Medical Association hd proposed that a taskforce be established with 

participation of bott1 public and private sectors toofter recommendations to 

Congress about the physiciaoworkforce supply and .the future of GME. If the all

payer GME pool is established. such a task force will be necessary to advise how 

the funds In the aJl-payer pool would be distributed. 


9. increasing the direct GM~ weighting fader for general intema! medicine and 

other primary care resl&lenecy positions while decreasing the weighting fador for 

others. Currentiy. direct medical education payments are based on hospital

, specific, per resident costs multiplied by the number of residents. Proposals have 
been offered In past Congresses to reimburse hospitals more for primary care 
residents than for specialty residents In order to encourage training of more 
primary care physicians. TIle need for more primary care physldans has grown 
with the increase In the elderty population as well as WIth the desire of health plans 
for physidans to manage the care of their enrollees. Alterations In the financing of 
medical education will encourage changes In training programs to meet those 
needs. \ 

10. deaeasing the number of funded residency positions to 110percent of U.S. 
medical school graduates. The Physician Payment Aevi~ COmmission has 
recommended thai the number of funded msidency positions In the United States 
be· reduced In order to respond to the fact that the country is facing, in general. an . 
excess of physiCians. By taking this action, the U. S. 'WOuld cut the oversupply of 
physicians while at the same time-H the other steps are taken-tncrease the 

. proportion of primary care physicians relative to the pOpulation. 

9 
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1 Instilling Market-based Incentives In the Medicare Program 
2 
3 The current Medicare program includes an optional program Intended to use competition among 
4 health plans as a means to moderate costs, The Medicare risk contractJng program-in which 
.5 Medicare contracts wiIh health plans and ,pays them a capitated payment based on less than 95% 
6 of the adjusted actual per capita costs of caring for Medicare paHents-was intended to encourage 
7 health plans to corrtrol utiliza:tion of servic:es and, subsequently, casts. Because at flaws in the 
e formula for paying risk contradlng plans and because healthier beneficiaries 818 more likely to 
9 enroll in these health plans than Other beneficiaries, the risk contracting program has not 'been as 

10 successful at reducing Medicare spending as originally anticipated. 

11 

12 Again, steps can be taken to Improve this existing mechanism designed to enhance mark~ 


13 competition until more subStantIal rafonns are implemented. These Indude: 

14 
15 1. £banging the adjusted average per capita cost (AAPCC) formula used to pay 

16 bealth plans. The currant AAPCC Is based on historical, foe.for-service costs!n an 

17 area. This has resulted in overgenerous payments to heatth plans In high cost 

18 areas and modest payments to health plans In regions where health care costs 

19 have been kept relatively low. Changes In the AAPCC should reward cost effective 

20 health plans in areas with historically low utilization rates instead at penalizjng 

21 such plans with less generous ~CC payments. 

22 

23 2. appMng rtsJsadlustments-suc:h as severity of Illness-in setting Rayments to risk 

. 24 con:tr;acting plans. This dlange should be coupled wtIh Other reforms In the 
25 . AAPCC to avoid driving ~ from the program managed care plans that might 

26 attract more seriously ill patients and to make regional plan payments more 

27 equitable. ' 

28 

29 3. broadening managed care chOiCJS for beneficiaries to jndude HMOs wjttJ polnt- . 

30 of=S8Mce and preferred provider organizations {PPOsl. iostead of limiting . 

31 participation only to healtt! ptans ~that require benaJicjartes to obtain seMces from 

32 gg[1tracted physicians and other providers. Under the current risk contracting 

33 program; beneficiaries have a limited range of health plans from which to choose . 

34 and are precluded from taking adwruage of the numerous managed care products 

35 that have arisen in recent years In the priVate market 

36 
37 4. reguldng that beneflcfartes be provided comparative information concemlng all 

38 Medicare risk contracting plans that are available to them. In order for 

39 beneficiaries to make fully Informed choices about their health plan, thay should be 

40 provided sufficient data that will enable them to compare these plans on costs, 

41 physldans and other providers, quality and benefits. 

42 
43 5. aMng beneficiaries one oppottunlty per enrollment year to disenrol! from a plan 

44 within eo days of enrollment. Once a beneficiary has been in a plan over SO days, 

45 be or she should be required to wan until the next open enrollment pertod. Under 

46 current law, beneficiaries may dlsenroll from a health plan with onty a 30 days 

47 notice. This makes it difficult for many risk contracting plans to anticipate costs for 

48 a health plan year. It is also contrary to most enrollment policies effactiye in the 

49 prtvate sector which call for enrollment or dlsenrollment. during a particular-open 
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1 season-. Asking beneficiaries to stay with a plan until the next open season once 

2 they have been in a plan for two months would offer additional stability to a risk 

3 contracting plan without IlmlUng too severely beneficiaries' ability to Change their 

4 minds about managed care. Such a reQuirement would make Medicare more 

5 consistent with the private sector in which workers are required to make an annual 

6 selection of a health plan and to stay with that plan for an entire year. Umlting the 

7 dis enrollment opportunity to one per year would also prevent cases In WhIch 

8 people lump from plan to plan ewry so often prior to the 60 day deadline. 

9 Medicare patients should accept the same degree of responsibility In choosing a 


10 heallh plan that Is expected from those under 65. 

11 

12 6. mandating reasonabfJ, noo-punitive Increases In premiums and other gpst 
13 sharing for l2slneficfartes Who choose to remain with the traditionll fee=for=servlce 
14 Medicam program. WIth ImprtMJments in the risk contracting program. It is 
15 reasonable to expect that those Who choose to remain with the higher cost fBe-for
16 seNtC8 side of Medicare should bear a portion of those higher expendituras. ' 
17 
18 The current risk contracting program would be repealed upon enactment of a voucher program as 
1,9 desaibed balow. 
20 
21 Medicare Vouch.,. 
22 
23 Making changes In the exiSting fBe-for-service Medicare program and Improvements in the current 
24 risk contract program will help to stabilize the program for the short tenn. However,.to achieve a 
25 system that relies on competttion to control costs and broaden beneftclary chOices, that instills 
26 Individual responsibility for the appropriate use of scarce medical resources and that assures the 
21 long term survival of Medicare, major restructuring Of the program wtll be reqUired. One W1Rf to 
28 do this is tor the govemment to offer beneficiaries the opportunity to take a defined govemment 
29 conbibutJan-or voucher-and purchase priVate Insurance cowrage with those funds. 
30 
31 There are a number of issueS that must be addressed for any vouCher plan to be successfully 
32 Implemented. ASIM supports creation Of ,a voucher system and bellBY9S that the following 
33 elements are necessary to any voucher program designed for Medicare to ensure that 
34 beneficiaries have access to the widest range I;.If cost.tfective. high quality health plans, 
35 physicians and providers. 
36 4 

31 1. Medicare beneficiaries should be given the oPtion of staying in the current 
38 Mesllcara program or using a voucher to bw any Prtvate health plan that meets 
39 certain conditions of participation. ' 
40 
41 If a plan purchased with a voucher becomes insolvent. or ceases operation in a 
42 , beneficiar(§ area, beneficiaries should be able to enrol! in another plan. WheoJbe 
43 annual enrollment period occurs. beneficiaries should be able to retum to the 
44 n£lWonal Medicare program at that time. 
4S 
46 Transition to a voucher program should be done gradually to account for the fact that some areas 
41 of the country may not have the degree of managed care penetraUon necessary to make 
48 competition among health planS work. Retaining traditional Medicare would provide reassurance 

11 
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1 to beneficiaries while serving as a spur to voucher plans to make their products attractive enough 
2 to encourage enrollment by Medicare recipients. 
3 
4 2. Under a voucher program. beneficiaries should have access to a variety of 

plat!S ranging from Indemnity models to 'staff .nodel'HMOs. All VOMchsr plans that 

6 ' restrict enrollees to the use of network providers should be required to offer at an 

1 aduarlaIly-determined cost an optional rider that would p"2.V!de polnt-of-service 

8 access to non-net.work physicians for tbose enrollees, Enrollees should be able 

9 to seled from among a, network Dian's panel of ptJysldans an Intemal medicine 


subspeciaJist as their primary care physician and plans should be prohibited 110m 
11 dlsaimlnating against physicians in their selection processes based on a 
12 physlcfan's patient population. 
13 
14 Under the present Medicare system, beneficiaries are entiUed to receive all covered benefits from 

any provider of their choice. A voucher system could undermIne this basic premise of the 
16 program. For example, depending on the amount of the wucher and other rules goveming the 
17 voucher program, beneficiaries could find their choice of health plan in reality to be quite limited. 
18 Furttlennore. if the voucher Is InadequatelY funded, some beneficiaries may be compelled to 
19 select a plan that limits the physicians and providers they may see for services. Adequate choice 

of physician and he~ plan can be promoted by offering beneflclarles a wide menu of plans and 
21 by establishing the federaJ ,contribution at a level that does not force patients to choose the 
22 cheapest plan available, as discussed b8low. By requiring voucher plans that use a netWork of 
23 physlcfans to offer enrollees the opportunity to buy a polnt-of-seMce rider, enrollees who want the 
24 flexibility to go outside the network will be able to seled this option while those beneficiaries who 

wish to choose a closed.panel HMO may do so. In addition, a POS rider requirement for all 
26 heSith plans with restricted provider networ1cs might ameliorate adverse risk selec::tion arising from 
Z1 the tendency of very III beneficiaries In an area to gravitate toward tradltlon2J Medicare and/or one 
28 plan with polnt-of-servlce. 
29 

3. Beneficiaries should have the option of using their government contribution
31 e,o. the wucher-to establish a Medical Sayings Account (MBA) rather than to 

32 purchase coverage through a health plan. The MSA would: 

33 

34 al beJiiOypled wfth a catastrophic heiUth Insurance poliey purchas!N It!rough a 


purchasing group to help preserve community rating; 

'36 


, 37 Q) be comprised of a fund from which a beneficiary could pay deductible medical 
38 SP8nses and would be coupled with purchase of catastroPhic health Insurance to 
39 c;over expenses that. In the aggregate. exceed the catastrophic insurance 

dedudible; 
41 

42 cl permit accumulation of unspent baiMces wtthin the fund: 

~ 	 s 

44 	 d) allow state and federally tax exempt distribution gt funds only for medical 

expenses. health insurance premiums and/or long term care. 


46 
47 Since 1987, ASIM has supported the concept of medical savings accounts and the idea of 
48 Integrating medical savings accounts Into an overall health system In which people could choose 
49 among a vanety of health plans, Induding medical sayings accounts. These aCQ)unts are useful 
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. 1 .as part of a continuum of health care coverage options, particularly for their Impact in enhancing 
2 consumers' awareness of the Costs of he~ care. 
3 
4 . ASIM feels strongly, however, that MSAs should not tl9 used as the sole source of health care 
5 coverage but should be established In concert wfth a catastrophic health insurance policy. 
6 Furthermore. ASIM agrees 'with the conc,mB of some MSA critics that these accounts would 
7 adVersely aff8d community raling of insurance and diminish the potential for widening inSurance 
8 coverage. Ways to ameliorate these effects include ensuring that money In an MSA be used only 
9 for health care, inauding long term care, and making MSAs available for purchase only through 

10 purchasing groups to addrass problems with community rating. 
11 
12 ASIM acknowledges that MSAs appear to run counter to the trend in the health care system 
13 toward managed care. On the other hand. a spokesman for the American Academy 01 Actuaries 
14 Workgroup on MSAs predicted that managed care plans may respond -creatively- to these 
.15 savings accounts by offering managed care products compallble with MSA,s. Because MSAs 
16 appeal to so many palients and physicians, ASIM bellevas efforts should be made to Indude them 
17 in the menu of coverage options available to benefldarles. To make medical savtngs accounts a 
18 reality under the Medicare program, however, will require many· more· provtslons than the outline 
19 prov;ded above. To Implement MSAs. answers w;U be needed to questions such as: how will the 
20 gowmment ensure that the funds In an MSA 818, In fact, used for health care purposes?; will 
21 beneficiaries be able to contribute their 0'WItn money to MSAs and, if so, will there have to be 
22 separate accounts established for private fUnds and the federal contribution?; can the savings 
23 Instrument into which tne govemment contribution Is placed be protected against adverse market 
24 downturns' so that beneficiaries do not lose their medical coverage?; should copayments be 
25 required as p8rt Of the catastrophic coverage? . 
26 
2.7 4. Voucber plans should be raguired to Icct!pt all applicants during an open 
28 .mrollment period to minimg! iuNerse risk selection. Beneficiaries should be 

29 "lOwed one opportunity per enrollment year to disenroJ! from a plan' within eo days 

30 5lf enrollment. Once a bene.119wy has been in a planowr 60 days, he or she 

31 §hould be required to wait uOU) the next open enrollment period. Beneficiaries 

32 SlJoyld be explicitly infomlfxl of this requirement by tne health plan and should be 

33 required to sign a written acknowledgement of the condHions of enrollment. . 

34 
35 A reinsurance medlanlsm should beJlY8llable to those plans subject to advelH 
36 risk selection or to a sudden influx of voucher enrolles" whose previous plan has 
37 gone I;!inkruot 
38 
39 Another set or problems related to choice of physician and plan has to do with the response of 
40 health plans to those beneficiaries hOlding vouchers. To avoid circumstances In which health 
41 plans sought to avoid covering the very III. all plans should be requinKI to enroll any beneficiary 
42 with a voucher who seeks entrance into the plan. On the other hand. mandated acceptance and 

. 43 the abliity of beneficiat1es-under current Medicare risk contract Nles-to enroll and dlsenroll 
44 outside of aTri presa1bed enrollment period leaveS plans .wlnerable to unairtlclpated costs. In 
45 such a scenario, benefiCiaries' right to Choice of Plan/physician confllds with health plans' needs 
46 to malntaln their cost and utilization contrOl. The COngressIonal Budget Office has suggested that 
47 an annual enrollment period with a polnt-of·service policy 'would permit Medicare enrollees to go 
48 to providers outside [a managed care plan's) panel when they wanted to and yet it need not 
49 . increase benefit costs for either the [the plan} or Medicare.- To avoid circumstances in which 
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1 beneficiaries enroll In and disenroll from plans multiple times using the 60 day window, there 
2 should only be one opportunity during an enrollment year to disenroll from a plan within two 
3 monUls, after Which the benefiCiary would have to walt for the next open enrollment period. 
" For such manges to work, beneficiaries must be gtvell enough, Information at the outset to 

understand that, In signing up for a managed care plan. they must I'8main wtth that plan until the 
6 next open enrollment period once they have baen in a plan over two months. This puts the 
7 burden of education on the managed care plan and the decision in the hands of the beneficiary. 
B In addition, such an approach would make managed care more palatable to both beneficiaries 
9 and physicians. . 

11 6. The defined contribution-or wuCher-should be set at a level that woYLd 

12 pmduceJoanttvas for ben§llciaries 10 coMid§r cost in choosing a health plan 

13 without fordng them into the cheapest plans that are most resb1ctiYe Of choIce of 

~ 4 physiCian. The voucher should not be set at the cost Of the IDWBSt priced plan in 


a ragJon.

is 

17 The VOUCher amount should be adiusted aq;grdlng to age, sex. disabUItV status. 

18 institutiooaJstatus. and Meafcald-bw in status and applied by region. Once the 

19 regionally adjusted YOuCl'ler amount was established, HHS or HCFA would acceRt 


appllcaHons from heallh plans to parHcipate In the wucher program. 
21 
22 If the voucher Is set too high it will have little impad on controlling Medicare costs. Sst too low 
23 and beneficiaries choosing the voucher option may find their choice of plan and, ultimately choice 
24 of physician, quite limited. In addition, fora segment of the Medicare population. a voucher Will 

not cover what a health plan would spend on treaDng them. This would seem to can for some 
26 type of adjustment In the value of the vcucher through mechanisms that are I'8BSonably simple 
Z7 and Inexpensive to administer. Otherwise, health plans might attempt to discourage certain 
28 benefldaries from. selecting that plan by adopting discriminatory polldes or marketing strategies. 

'29 
. A voucher set at some national average would fail to nrilact the appropriate raglonaJ differences in 

31 costs of health care delivery. SettIng a ~ionaJ vcucher amount Is a more accurate way for the 
32 voucher to reflect local health care costs, 't\'Ould be less likely to drive people Into resb1dive 
33 health plans and would eMure that there would be at least one plan in a region that could serve· 
34 Medicare beneficiaries for the price of the voucher. AIry process used to set the vcucher amount 

in which plans submit their premiums toJhe govemment and the govemment then sets the 
~6 voucher on some portion of those premiums must ensure that the resulting voucher is not solow 
37 as to make It worthless to most beneficiaries. 
38 
39 6. The voucher should be updated on a regular basis to keeP pace With the costs 

of providing services to beneficiaries. In the 8Y8nt that spending under the . 

41 voucher program exceeds estimated savings goals or targets. the VOUCher should 

42 Qat be SubJect to arbitrary caPS. MechanL5ms to keep 'mandlng within des!gnamd 

43 limits or to recoup excess expenditures. such as a -look bad( sequests"', should 

44 bg relectad. lnsteadh!" Independent board orcommission should be pstabllshed


mat would Invalve all participants In the health care system tn devising a response 

46 to cost cgntrol that would not fgcus solely 00 cuts to p!"OYIderS and Incraued 

47 costs to beneficiaries. If spending Is greater than projected due to development of 

48 valuat;2le new tecttnoloaies or Increased patient utilization of s,rvices deemed . 

49 medically nsC!SSSlY. there should be a commitment to increaslng the amount of 
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. 	 . 
1 lYnds devoted to the voucher program in order to ensu(! vouchers retain sufficient 
2 purphas1ng power and to assure appropriate medical outcomes. 
3 
4 The Wfrt in which the voucher Is updated will determine to a large extent how much purchasing 
5 .pOwer the voucher conttnues to give beneficiaries. GiVen too great an Increase and the voucher 
6 will be ineffectlw in controlling health c::osI:s. Given too little, and the voucher may driva some 
7 beneficiaries Into lower quality, more rastrictive health plans. There Is also atways a risk that the 
8 voucher update could fall victim to budget politics and be Ifrozen- or -capped' at some point to 
9 meet deftCit reduction targets. 

10 
11 If spending under a voucher program is higher than anticipated because valuable new 
12 technologies or treatments have become available and patle~ hava sought to take advantage of 
13 these advances in medicine, it does not make sense to penalize physicians by cutting their 

, 14 	. payments when costs Increase for legitimate reasons. Furthermore, If beneficiaries do not 
1S parUc:ipate In the voucher program In numbers sufficient to keep costs down. physicians should 
16 not be held financially responsible for beneficiaries' Independent .decisions. In addition, across
17 th&-boan:f aJts In physician and provtder payments do not target those areas where health care 
18 costs have Inappropriatety Increased and penalize caregivers Who may in fact have kept their 
19 costs down. Arbit:raJy reductions in payments wfll serve only to perpetuate inequlUes in the 
20 Medicate payment system and compel physicians to limit their exposure to Mecllcara patients. 
21 " 
22 FinaJly. a cap on spending for the voucher Implies a lack of confidence in the ability of the market 
23 to control the cost at health plan premiums and may have the unintended consequenca of 
24 becoming a "'floor' rather than a cefllng. If health plans know that the govemment's contribution 
25 will be capped at a certain percentage rate of growth. this may serve as an incentiVe to those 
26 plans whose rates of gt'OVt1h are lower than that percentage to allow their premiums to rise to 
27 meet the govemmenfs growth rate. 
28 . 
29 In the event federal health program costs remain uncontrollable. some entity - such as a 
30 commission or board - should be establiShed separate from 8tr'/ govamment financing office to 
31. Involve all parties in the health care system In devising a response to cost control that would not 
32 focUS solely on cuts to providers and Increased Q)Sfs to beneficiaries. If beneficiaries are to be 
33 . assured ofgetling all the necessary care they need vme,n they need It, the voucher amount . 
34 should keep paca with the costs of providlnQ services. If the value of the voucher is allowed to 
35 . . erode over time. beneficiaries may lose access to many high quality heafth plans offering 

·36 	 comprehensive services or they may be forced to pay lnaaasing amounts out-of-pocket to 
37 maintain a certain level of seNice. This would be especially detrimental for those beneftCiaries of 
38 low and moderat&-income who may be ulJable to bear an increasing financial burden. If the 
39 market is unable to deliver health care to patients wtthin a predetermined cap. this should not be 
40 used as an excuse tD diminiSh the govemmenfs commitment to Medicare beneficiaries. 
41 
42 1. Areassessment of the youcher progmm should be required after·fiyg y;ears· 

43 Dlis reevaluation should be undertaken bY an agency or commission not 

44 responsible for funding MediCBre. 

45 

4S Given the untrted nature of a voucher program for Medicare. there Should be an evaluation of the 
47 program relatively earty In Its life. There was lItHe comprehensive evaluation of the original 
48 Medicare program In its earty stages and many of the present troubles in the system derive from 
49 that oversight. If the voUCher program does not seem to be living up to Its expectations. 
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1 Congress and the administration should not merely tinker at the edges to provide short term fixes 
2 but should step back, take a hard look at the program and even consider starting allover agaIn. 
3 
4 S. Bensfldaries opting fOr the voucher program should be provided incentiyes that 
5 entoUrage their selection of an econorilically'pdced plan buttbat do not force 
6 en[9llees Jnto those pin that ant most restrigtve of choice of phvsiciao and that 
1 Impose the strictest limits on access to services. IncentiXU should come In the 
8 form of additional benefits or seMpes provided by the health plan and not in the 
9 form of a cash rebate. With rules In place to ensure that all beneficia"" have 

10 !38SS through YQYcher plans to the full range of Medicare covered benefits and 
11 seMces, bensflci8ljes should pay the difference between the voucher amount and 
12 any mmlum charged by a plan that exceeds the voucher amount. 
13 
14 Some analysts contend that benefidartes should be provided incentiVes to select a health plan 
15 that costs less than the federal contribution amount. or voucher. These incentives typically faU 
16 into two categories-cash rebates or additional services. GMng beneficiaries a cash· rebate If their 
17 premium is less than the voucher amount would remove funds from the health C8I8 system that 
18 ought to be pl'OVldlng for healtt'l care services. Instead, any excess value should be retumed to 
19 the beneficiary In the form of additional benefits such as coverage of additional services. 
20 provtding ctMJrage for long term care or creating a healthcara spending account There is also , 

, 21 debate over whether beneficiaries should bear the full cost of a health plan more expensive than 
22 the voucher to encourage enrollees to seled moreeconomlcaJ health plans. Although there is 
23 concem that such an Incentive might drive beneficiaries to select plans of lesser quality or that 
24 don't cover the full range of benefits. this is less of a problems If all plans offer the full range of 
2S Medicare-covered services. 
26 
'Z7 9. Reasonable cost sharing" yoder voucher plans - both fee for service and 
28 managed care - should be ImpoSed to assure consumer cost consciousness In 
29 utilization of Services. lPwer cost sharing should be imposed on dinicalty-oruven 
30 prwentNe seMces so thatpegple are not unduly discouraged Em obtaining 
31 beneficial care. Prwentive s,rvlces should be sybled ontv to copsyrnents. not 
32 5!!duc:tfbfes. Copayments for Preventive services should be set lowar than those 
33 1.2r ather services
34 
35 To avoid unlustlfled restrictions on chOice Of physician, POS voucher planS should 
36 not Impose unreasonable coinsurance on services provtded by cwt-of--networ1< 
37 physicians. To prevent beneficiaries who seek out-of--netwo!1s C8I'8 from being 
sa subject to unexpected out-of::pocket costs, POS plans and physldans should be 
39 required to establish their own conversion factors to be used against an Improved 
40 resource based ral. value scale (RBRVS1. This would determine the rates the 
41 eQS plan wpuld pay and the fees tile physicians would charge for their services. 
42 PJ.lns and physicians ¥QUId be required to supply enrollees in the PeS plan with 
43 1000rmation based on these conversion fadors to enable enrollees to determine in 
44 advance how much they wguld pay In going out of !be plan's network of 

45 phyBiclans. 
46 

47 As an Inc:entjye to promote greater price consciousness In the _lUonal Medicare 

48 2rogram and to encol'raae the mQYBment of beneficiaries into the voucher system. 

49 those wI'Io choose tg stay in tne .traditional Medicare prpgram should be subJect to 
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1 reasonable and non-punitive increases in cost-shartng. As with POS plans. in 
2 order to buffer beneficiaries from unexpected s;cst:s. a requirement could b!! 
3 
4 

imposed under traditional Medicare that phvS1cilG' must establish their converslgn 
factor for their services e.acb year concomita~ 'db the announcement of 
Medicare's conversion fador. Enrollees in traditional Medicare would be supplied 

6 annually with information comparing the charges of physicians In their area tg 
7 Medicare's fees based on their respective conversion factors. In thiS fashion, 
8 
9 

beneficiaries would know In advance· whether or not they would have to pay out
«-pocket for services charged under traditionar Medicare. 

11 
12 

Beneficiaries sDRuld not be subject to charges In excess of Medicare's payment 
amounts under the following cil'Ctlmstances: in the cau Qf '(!IN Income 

13 benetipfartes: emergency §.ilIJatioos: When the beneficfary has lItHe voice In the 
14 selection of a phrsjgan gr In areas of the country Where there Is no competftion for 

a particular mtd1cal speciattv. . 
16 
17 " true reform Is to be Instituted in the Medicare system. enrollees must understand the oalum of 
18 the costs of their. care under that program. At the same time. pollcymakers should not lose sight 
19 of the fact that 83 percent of Medicare expenditures go to beneficiaries with incomes at or below 

S2S,CIOO and thus their exposure to additional costs should be limited. 
21 
22 ASIM believes It Is espedaJly Important that cost sharing on prsvent:ive services be reduced and 
23 deductibles on these services be eliminated entirely to avoid discouraging patienIB from obtaining 
24 necessary care. By erecting barriers to c::ost-«factive preventive cara-for example, imposition of 

. cost sharing on mammograms-patlents may avoid those services and wind up with more serious, 
26 and expensive. Illnesses in the future. 
Z1 
28 In addition, ASIM supports limits on the degree to which additional cost sharing can be Imposed 
29 on those enrolled In managed care plans who use a plan's p9int-of-eervice (POS) option to seek 

care outside the plan's network of physicians, The lotant behind POS is to allow beneficiaries 
31 greater choice In physician and prtMder. If the cost sharing Jmposed on a beneficiary for going 
32 outside a health plan's physician network Is excessively burdensome. then the promise of greater 
33 chOice is a hollOW o~e. 
34 

Obviously, If beneficiaries are to b8 encouraged to enter the wucher program, those who opt to 
36 stay in traditional Medicare must bear a gl'88ler share of the cost of remaining in the more 
37 expensive program. Nevertheless. any additional cost shartng should follow the principles stated 
38 above soth. prtmary care and preventive services ara sheltered from deductfbles and are 
39 subject to cost sharing at a rate lowar than that Imposed on other serVices. Because high 

dedudiblas can ad as a dislncentiva for patients to receive needed prtmary care and preventive 
41 services, ASIM does not support replacing the current coinsurance requirements under traditional 
42 Medicare wtth a single high deductible. ' 
43 
44 ASIM bell8Y8S that Its Competitive Pricing, Informed Choices proposal-issued In 1892-offers a 

means to instill price competttlon among physicians. enhance consumer cost consdousness and 
46 prevent price gouging by unscrupulous providers. If health plans that pay aceording to a fee 
47 schedule (pOS plans. traditional Medicare. indemnity insurers) and physicians were required to 
48 set and publish the cof"lY8rsion factors they WOuld use each year to detef'!'l'lne their charges and 
49 fees. this Information could ~ used by beneficiaries to determine what they WOUld pay out-of
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1 pocket. If anything. if they JOined a particular health plan or used a particular doctor. Beneficiaries 
2 would then be able to dedde If the value they derived from a health plan and/or physician in 
3 terms of quality and service was worth the prtce of any additional ~. . 
4 
~ For example. assume Mrs. Jones Is a Medicare benefidary Who receiVes from HCFA a booklet 
6 listing all the health plans and physldans In her area. Among the information' contaJned in the 
7 booklet might be the percentage difference between the conversion factors used by traditional 
8 M8dlcare and POS plans and the physiCians listed In the bookJet. Mrs. Jones might see that Or. 
9 smith has a conversion factor 10 percent higher than Medicare's conversion factor. tf she went to . 

10 Cr. Smith for cam under traditional Medicare, she would know that she would pay an additional 
, 1 ten percent on Cr. Smith's charges beyond the payment traditional Medicare would make. Or, 

. 12 Mrs. Jones might see that health plan ABC has a conversion fador for Its P~S option 20 percent 
13 lowar than Dr. Smith's conversion factor. She would then know that Plan ABC would pay 20 
14 percent lass for the services of Dr. Smfth-Who does not parHdpate in her health plan physician 
15 network-and she 'WOuld be responsible for the 20 percent difference· between the health pian'S 
16 payments and Or. Smith's fees. in addition to any additional cost sharing required by Plan ABC for 
17 enrollees going out of the network. . 
18 
19 While ASIM generally supports cost sharing by patients In order to enhance cost COnsciousness In 
ao the utilization of scarce health care resources, there are situations in which blUing beyond . 
21 Medicare's payment rates or addHfOnal cost sharing should not be Imposed. These slliJations 
22 arise where beneficiaries' income Is simply too low to sustain any additional out.-of.-pockst 
23 finandal burden, where they have no opportunity to '"shop around" for a physician (e.g. 
24 emergency sHuations). where beneficiaries have but one choice of physician (such as typicaJ/y 
2S occUrs·during hospitalizations when patients are essentially assigned certain hospJtal-based 
26 doctors to deliver designated services) or where there are SO taw physiCians In a particular 
27 specialty within a community that there is no chance for competition among physicians to operate. 
2f 
2S 10. 1<1 guallfy as a VOUCher plan under. Medicare. health plans should have to: 
3C offer a standard minimum Medicare benefits package that Indudes PreventiVe 
31 selVices: meet certain utilization review and quality assurance standartfs; Involve 
32 partiCIpating physiCians In dewlopment of the plan's utilization review (VA) and 
33 quality assurance (CA) and proVider seJectlon policies and procedures: disclose 
34 their utmptlon review and quality assurance policies, restrictions on Choice. risk 
35 arrangements and prOvider selection criteria; es!.abltsh dye process mechanisms in 
36 selection of plan prDYid8rsj meet certain sotvency standards: report cenaln 
37 Information - such as premium costs. olJt:Of:pockat liability. consumer satisfactioo 
38 and the percentage of Premium dollars devoted to administration versus benefits 
39 to a central data cofleCtion entity so that this information can be distributed to 
40 benefiCiariu and use uniform claims forms and standard billing and aaims 
41 processing procedUreS. 
42 
43 HgIth plans that selectively contract wtth pMldans should be required to offer 
44 enrollees the opportunity to buy a rider that provides polnt-ot-serviA access to 
45 non-netw9rts physiCians. In addition to meetinq th' 1pfegoing standards. 
46 
47 Health plans should play by the same rules if competition is truly to be effective in controlling 
48 COSI3. Given that the idea behind many Medicare voucher proposals is to enhance competition 
49 within the program 80 as to bring down c:osta. It would seem equally advisable that health plans 
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1 should be required to meet Certain rules Hthey wish to participate in the voucher program and 
:2 market themselves to beneficiaries as Medicare voucher plans. 
3 
4 A untform minimum benefit policy would assure a bS!l:ic level of care for all beneficiaries. In 

addition, it would facilitate beneficiaries' comparison of health plans. If ~neflclaries are to have 
6 sufficient information to make Informed cttoices with their vouchers, they will need data on a 
7 plan's costs, patient out-<rf-pockst liability, provider panels, and quality.' Furthermore, disclosure 
e of UR and selection standards benefits not only the pn;NIders il'lYDtved with a health plan but 
9 helps benefldaries as well·by giving them another piece of Information on whiCh to compare 

health plans.' . 
11 
12 In addition, it is important that physicians have a role in developing and implementing heaJth plan 
13 . policies and prccadures trlat directly a1fec:t dlnlcal decislon-making-e.g. benefits coverage 
14 criteria. determination of medical neceSsity, praauthorization of services, quality assurance 

standards, protoc:ols and processes for selection and deselection of physldans. To leave 
16 dedslons affedjng patient care solely in the hands of health plan administrators whose concems 
17 center largely on cost containment may jeOPardIZe the quality of care given to enrOlleeS and deny 
18 patients access to medically neC8SS8IY seMces. Furthermore,heatth plans that Involve 
19 physicians in development of these polldes are far more likely to obtaJn the cooperation of their 

network physldans In proper Implementation of those policies. 
21 
22 Finally, it is important that voucher plans be required to operate under Similar billing and claims 
23 processing procedures to avoid unnecessmy red tape. All plans that currently operate within the 
24 Medicare system must abide by the uniform claims form and billing rules and it would be logical 

to expect that voucher plans should use a standard format and follow standard claims processing. 
26 proc:ieduras for this new vatillllon of the Medicare program. 
27 , 
28 The type of standards to which ASIM refers-invoIWment of physicians In clinical policymaking, 
29 'providing Information to enrollees.and prospediVe enrollees sufficient to enable them to make' 

informed decisions about the plan-are. In fact, those that are being adopted by many 'W'811-run 
31 health plans in today's marketplace. In a competitive environment. those plans that pursue 
32 '"patient-friendlY' policies such as these are more likely to succeed than others. 
33 
34 11. Becayse Medicare Is a federallY funded program, the federal govemment must 

continue to ensure that health plans are accountable for the C3IJ they give to 
36 beneficj@[les and that they abide by standards sst out for Medicare plans. HCFA 
37 or another federal agenev should be responsible for contractingwtth health plans; 
38 rev;ewlng matkating materials: disseminating to beneficiaries objectiw data about 
39 eaen plan In a region in a standard format; ensuring health plan compliance with 

certain standards govem;ng their rules and ooeratlons; and ensuring that health 
41 plans meet certain Quality standards. HoweyeL private accreditation agencies 
42 should be able to achieve -deemed' status to fum" the role played bY HHS in 
43 approving voucher plans. Mechanisms shoUld be available for Pafleots and 
44 phySIcians to pursue or1evances against health plans for denial of medlcallx 

necessary care. Patients and physicians should retain access to fair bearing and 
46 ludlcial Wsw processes at least comparable to those now available under 
47 traditional Medicare, . 
48 
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1 Because vouchers would require more thought and decislonmaking by Medicare reCipients, some 
2 analysts question whether benefidariss would find the voucher program truly appealing. Other 
3 policyri1akers argue that the basic premise Of the voucher program is simple and that most 
4 beneficiaries, given the right Idnd of Information. will be able to make proper dedsions about a 
S health plan. While this may Indeed be the case for healthy beneficiaries who are mentally alert. 
s the frail and disabled elderty. those who do not speak Englishvsry well or those with little 
7 education may find the task of sorting through health plan information daunting. To respond to 
8 some Of these concerns, the voucher program should have an entity wtth which voucher plans 
9 would contract and which would ensure voucher plan adherence to any standards adopted 

10 . goveming such plans. 

11 

12 Given the characteristics of the Medicare. population, anombuclsman's office should be created 

13 to receive, investigate and resolve complaints against voucher plans as well as to offer guidance . 

14 to beneficiaries with questions about the voucher program. Finally. beneficiaries and physicians 

15 should retain access to the ~rrant Medicare appeaJs process. 

16 $ 

17 ASIM would prefer that the health care tndusby voluntarily abide by the standards established for 
18 a voucher program and, indeed. supports the idea of a private accradftation body responsible for 
19 ensuring health plan adherence to voucher program standards. However, the voucher program 
20 will be funded by federal dollars and the federal government should not relinquish Its 
21 responsibility for ensuring that health plans are accountable for the care they deliver to 
22 benefiCiaries and for seeing that corrective ac:tfons are taken when deficiencies are found If a plan 
23 wishes to remain in the voucher program. Health plans that ac:cept the govemment contributions 
24 should understand that, If they are going to compete for the business of the federal govemment 
25 through the voucher program, they must accept certafn standards and certain reasonable 
26 oversight. . 
27 
28 12. $etf-referral restrictions affecting shared laboratory facilities and group 
29 Rmctlces should be removed and antitrust reforms enacted to enable phYsicians 
30 IDd providers to negotiate on an aqual footing with heatth plans and purchasers. 
31 
32 Antitrust reforms and other modmcatlons to statutory restrictions on physiCians could imprOve the 
33 functioning of health plans offered under a voucher system and the ability of physicians to deliver· 

. 34 services within their context. For example, self-rafenaJ restrictions on group practice 
35 compensation arrangements· not only Interfere in the intemaJ affairs of priVate businesses but lead 
36 to confusion over hOWl( such practices may distribute revenue from ancillary services without 
37 indlred:ty taking Into account the referra}s made by physiCians. . Furthermore, subspeciaJlsts-such 
38 as oncologists and Infectious disease specialists-in many group practices are batTed from 
39 providing drugs and other services to their patients because of the self-refarral laws. 
40 
41 UmitatJons on the ability of physicians to share information in order to form integrated service 
42 networks may impede the goals of voucher actvoca.tes who wish to foster competition that reduces 
43 the cost of care and Inaaases beneftts to attract voucher recipients. Indead, antitrust laws 
44 developed at a time when most physicians and ather pl'OYlders practiced independently of one 
45 ariother now prawnt these caregivers from organiZIng preferred provtder organizations. health 
46 plans and other deltvBry networks that would enable physiCian-directed health care organizations 
47 to compete In the marketplace and offer beneficiaries a wider choice of health care options. 
48 
49 
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2 .. 

3 ASIM Is under no Illusion that reforming Medicare will be Simple. easy, or quick. Changes of the 
4 magnitude required to place the program on sound 1jnancial footing and to guarantee that 

beneficiaries continue to receive the high quality health care to which they have become 
6 accustomed and to which they arB entitled WIll require a great deal of thought and debate. For 
7 ASIM, the overarchlng philosophy on which these Medicare reform proposals rest is that of shared 
B responsibility. 
9 

Physicians ,have a responsibility to deliver care to greater numbers of Medicare patients under 
11 health care delivery systems that will increasingly require them to acc:ept financial risk and to be 
12 accountable for the cost and quality of their clinical decisions-and to compete within this new 
13 system on the basis of cost and quality. 
14 

Medicare patients have a responsibility to consider the costs of alternative sources of health care 
16 coverage, to be willing to contribute more in out-of-pocket costs if they choose more expensive 
17 coverage and-for those who can afford to-to contribute more to the financial support of Medicare 
18 so that those of lesser means, can afford coverage. 
19 

TDPayers have a responsibility to accept changes in the tax code that would raise revenue and , 
21 InlrDduce positive Incentives into the health care system Including a limit on the tax deduCtibility of 
22 employer paid Insurance and increased taxes on tobacco. 
23 
24 The insurance Industry has a responsibility' to compete in the new system-not solely on price or' 

risk avoidance but on benefits offered and quality-and to acc:ept reasonable standards to protect 
26 beneficiarfes who choose private Insurance coverage. 
27' 
28 And the 1aderal govemment has a responslbUity to assure that the government's contribution 
29 remaJns adequate to guarantee that all beneficiaries can obtain high quality coverage through 

traditional Medicare and private sedor a1tematives-and to proVIde sufficient oversight over the 
3,1 market to protect patients' interests. 

21 
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Mr. Cbainnant 1 am Dick Davidson, president of the American Hospital Association. The 

AHA includes in its membership 5,000 hospitals, health care systems, networks and other 

providers of care. I am pleased to testify on their bebalfabout how the tough decisions you 

will be making could, if based on the principles I'm about to outline, result in a more 

effective and efficient Medicare program. 

Congress has decided on its destination: a balanced budget by the year 2002, including $270 
. . 

billion in Medicare savings.· Now comes the bard part - gettilig there. America's hospitals 

and bea.lth systems have long recognized that the brakes must be applied to a budget deficit 

that is running out of control. However, we remain deeply concerned about the magnitude 

of proposed. reductions in Medicare and Medicaid spending. But we ar~ committed to . 

working toward a solution that takes us to our national goal of flSCal responsibility without. 

sacrificing the promise of health care protection for older. disabled, and poor Americans. 
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Hospitals and bealth systems worked with the Senate Entitlement Task Force to develop an 

. approach that would save $160 billion in Medicare spending over seven years. mostly 

'through restrucruring the program. And we've worked with the Republican leadership on 

how we can achieve further efficiencies in the program by dramatically changing the way 

medical services are provided and paid for. 

Now, authorizing committees such as this one will try to chart a course to get Congress to its 

balanced budget destination. To help you along the way. hospitals and health systems offer a 

road map- our four principles for the reconciliation process that we believe can help 

improve the entire health care delivery system - and, at the same time. strengthen the 

Medicare program for older Americans and the people who provide their care. 

These are our four principles: 

• Change the delivery system to encourage more use of coordinated care _. cooperating 

groups of hospitals, doctors, and other~ who knit the fragmented delivery system 

together for patients and have powerful Wcentives to control costs. 

• Change the process by which Medicare benefit and funding decisions are made. 

" Make sure all stakeholders absorb spending reductions. 

• Ensure access to high-quaUty health care for our most vulnerable populationS  the 

elderly, poor and disabled. 
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. These principles have guided us throughout the budget process. The nation's hospitals and 

health systems hope that they will guide you as you 'make 'the tough choices required in the 

, weeks ahead. 

This is probably the most fundamental and essential of our principles. Quite simply, the 

Medicare program is a dinosaur" . Change has infiltrated almost every aspect of the private 

health care sector. and public programs like Medicare must catch up to be effective in the
• 

future. The key is to restructure Medicare [0 encourage more use of coordinated care. 

Coordinated care is working in the private sector, and it can work in Medicare as well. 

Coordinated care' s responsibility for ~ range of health services can improve quality because 

. an entire network of providers is held accounrable for"a patient's care. Coordinated care can 

also cut costs by shifting the focus of health care from sickness to wellness. Hospitals and 

health systems support efforts to make available to older Americans the same care, plan 

options. and health plan information that is available in the private market. Medicare, must 

take advantage of the efficiencies that have been achieved in the private sector. Here's how 

Congress can help the program do that: 

• 	 Expand tbe types of plans that Medicare beneficiaries can choose - Currently. 

beneficiaries can choose care through some health maintenance organizations (HMO) 

or from traditional fee-for~service providers. Medicare should also contract with the 
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groWing Dllm.ber of non-HMO networks of care that.meet high standards for quality 

and public accountability. and offer a full continuum. of services for a fPced premium. 

New kinds of contracts could be negotiated with these nOD~HMO networks in which 

.the networks and the Me<licare program would share risk. 

•. Provide seniors whb more iDfol1ll3dou 00 beaI1h care plans - send infonnation on 

avaUable health care plans directly to Medicare enrollees. Give .tbem an anpual report 

that compares coordinated care plans to fee-far-service plans on the basis of 

premiums. supplemental benefits, cost sharing, and quality ratings. This will make 

seniors more knowledgeable consumers and will highlight the benefits of coordinated 

care. 

• Provide finaudal inceDtives for beDeliciaries who choose coordinated care options 

available in their area. In most areas, these plans offer comprehensive services at 

lower than current fee-far-service prices. They often give seniors better value for 

their Medicare dollars by eliminating co-pays in deductibles or adding benefits such as 

prescription drugs. 

• Allow for an open enroUmentperiod each year, during w~ch Medicare beneficiaries 

can elect to receive services from a coordinated care plan. Alld make their choice of 

a coordinated care plan valid for one year instead of the c~nt 30-day. period. That 

will enable the plan to bener manage the patient's needs and practice preventive care. 
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• 	 Model Medicare after the Federal Jf.mpoyees Health Benefit Program - The 
, 	 ' 

government makes a fixed contribution and the federal employee chooses from a wide 

variety of plans. Medicare could do the same for its beneficiaries. 

,. , 	 ,Fix the current methodolOgy used to pay Medicare risk comractors --; The current 

payment system is flawed; Congress bas directed the Health Care Financing 

Administration (HCFA) to propose revisions by October. Current payment is based 

on the Adjusted Average Per Capita Cost (AAPCC) ofcare in a county, and it can 

vary from place to place. ' Medicare should eliminate geographic inequities in 

payment across counties, inequities due to -variable health status of local populations, 

and inequities due to differential utilization of services in loeal areas, which affects 

costs and the calculation of the AAPCC. 

At. the same time. Congress must eliminate barriers that discourage the creation of 

coordinated care networks by inhibiting provider cooperation the heart of coordinated care. 

For instance: 

• 	 Physician self-referral Jaw (known as ,Stark I and Stark m. which prohibits referrals 

when a fmaricial relationship exists between the physician and the enti,ty to which the 

physician refers a patient, is unclear. It must be modified. The original goal·· to 

prevent physicians from referring patients for unneeded services based on the potential 

for fmancial gain _. remains valid. But the law was drafted in a different era of 
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GOod aorning, Mr. Chaiman, and thank you tor the 
opportunity to testify before you on the SUl:>ject of restructuring
the Medicare progra.. As Medicare approaches its thirtieth 
birthday, I think it is especially appropriate that we have this 
.diseussion. Medicare is a ,successful and popular program which 
has significant.ly improved t.he lives of the vulnerable population 
it serves. Our challenge is to work together to improve the 
,program eS success and strengthen Medicare so -it continues to 
'thrive for every qeneration. 

Any d.iscussion of reforming Medicar~ must begin with an 
examination of those features of the program worth keeping-, as 
,well as those in need of change. Three features of the Medicare 
program, in particular, constitute the core of its protection for 
senior and disabled citi~ens and .ust be preserved. 

- '. 

First. Medicare goyerage is .yailsele toeyeryone, 
[egardless ~f health staCUS. Beneficiaries cannot be denied or 
charged more for Medicare coverage because of their health status 
or preexisting conditions. Indeea, disabled citizens are 
,entitled to Medicare'coverage becaus. of their health status. 
This security of Medicare coverage must not be compromised. It 
is fundamental to the contract our nation has made with our 
elderly and disabled citizens. 

i§cond. Medicare guarantees a hasic level Qf cQverage to all 
beneficiaries. Medicare covers medically necessary hospital,
physician, skilled nursinq and home health services and 
equipment. For this coverage, beneficiaries contribute payroll 
taxes during .their working lives and pay premiums after 
retirement. However, because Medicare coverage is limited, m~st 
beneficiaries feel compelled to obtain supplemental coverage ' 
through private medigap insurance, and some low income 
beneficiaries have coverage supplemented by Medicaid. As a 
result, today seniors pay, on average, 21 peroent of their 
incomes for out-of-pocket health care expenses. This is a very
significant amount, and we must never forget that fact. Cuts in 
Medicare coverage of the magnitude the Republicans have specified 
-- whether in the form of reduced benefits, significantly
increased cost sharing and premiums, or allowing doctors to 
increase balance billin9 -- would seriously hurt beneficiaries 
and would bestronqly opposed by the Administration. 

The $270 billion in Medicare cuts that .tbe Republicans have 
proposed 1s three times anythin9 previously enacted. A quick 
~eview of the Republican Medicare reform workin9 docu.ent 
suqgests that Medicare-beneficiaries would be required to pay 
substantially more to keep their current coveraqeand access to 
their doctors. Specifically, preliminary HCFA estimates show 
such·beneficiaries would need to pay $403 more in Part B premiums 
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than they would. under the President"s plan. Additionally, they 
,would face new coinsurance on home health and skilled nursing 
care that would cost the average person usingtheseservlces in 

'excess of $1,000 for each benefit. 

. ,~ird, Medicare buys meaningfu: access to health care. '~ 
'Medicare card today quarant.aes access tovlrtually every hospl.t.al
ancl physician in the country. Choice of caregivers and health. 
care institutions is important to all Americans, but it is even 
more i.portant to the elderly and disabled Medicare populations 
given theiraultiple and complex health problems. Effo~s to 
control Medicare spending over the years have had to str1ke the 
balance between cost containment and .aintaining access to 
mainstream care~ Sustaining that balance remains critically 
important. ' 

, As important as it is to the well-being of 37 ..illion 
Americans, the Medicare program as we know it is not perfect.
strengthening reforms in several key areas are desirable. 

~he first reforms are to expand beneficia~ choic~ - Today
Medicare offers a choice bet.ween managed care and traditiona.l fee 
tor service coverage. More than 70 percent of enrollees have 
access to managed care, and mor. than half have a choice of tw~ 
or more managed care Qptions. Medicare managed care enrollment 
is growinq ata rate of one and one-half· percent per month. In 
the' first six months of this year we have already seen a 9 
percent overall increase in managed .care enrollment, and by the 
year's end expect an 18 percent increase in enrollment. More 
than 250 managed care organizations -- 165 on a risk basis -~ 
currently contract with HCFA to $erveMedicare beneficiaries. 
Still, we can do more. 

As we have testified previously, we are working to expand 
choices for Medicare beneficiaries. The Health Care Financing
Administration (HCFA) has announced "Medicare Choices," a new 
demonstration project designed to 'eXpand the types of lnanaged 
care plans available to Medicare beneficiaries and to test 
different payment methods. We also.support opening the. Medicare 
program to participation by Preferred Provider Organizations.
(PPOs.) "To enhance·managec:l care choices, HCFA also is working on 
improvements ard alternatives to .the Adjusted. ,Average Per Capita
Cost (AAPCC),' the e.v.isting method of paying Medicare HMos'. Using
competitive pricing as an alternative to the AAPCC is one method 
currently under development. 

Second are reforms to pro]1tote quality.;" We continue to 
strengthen our Peer Revie'llf Organization (PRO) quality review for 
traditional fee for service Medicare. Our move to the new . 
Medicare Transactions System (MTS) also will provide better data 
on the services all Medicare beneficiaries receive so that 
stronger quality assurance programs can'be developed•. To 
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strengthen quality assurance for those beneficiaries enrolled in 
managed care, HeFA has ~arked on a number ot initiatives. For 
example, HeFA has joined with the private sector, the Department 
of Defense, and others to improve managed care quality and plan

'accountability. We expect to comple~ent existing quality 
,: assurance and accrediting organizations, such as the National 
"Committee for Quality Assurance ,and the Joint committee for the 
Accreditation of Health Organizations, and have. received their 
support. 

Third AX!; reforms to protect against fUud and abuse t. - The 

'Administration recently transmitted to the eonqress our proposal 

,for an innovative anti-fraud and abuse effort known as Operation 

Restore Truste This plan would enhance the ability of HCFA and 

our carriers and intermediaries to combat fraud in the Medicare 

program, in particular by relying on improved payment screens 

rather tban old pay-and-chase .ethods. Administration witnesses 

will provide you with a more detailed description of Operation

Restore Trust at your hearing on fraud and. abuse tomorrow. 


Fourth are refOrmS to contain costs and enhance benefits. 
Finally we continue to pursue reforms to control program costs 
while protecting access to care, the quality of care, and 
beneficiary choice. In his balanced budget proposal, President 
Clinton called for $124 billion in net Medicare savings over 
seven years. Some of the savings are used to finance 
improvements in coverage. Specifically, cost sharing would be 
eliminated for mammograms to improve use of this important
preventive service: and a new respite 'care benefit would be 
available for families of beneficiaries with Alzheimer's disease. 

The savings propc5ed by the President would not only help to 
reduce the budget deficit but, equally important, they would 
extend the life of the Medicare trust fund through at least 2005. 
No new savings would come from an increase in beneficiaries' out
of-pocket costs. As the Presie3nt has promised, we are ready to 
work with the Congress to achieve these savings while protecting 
access, quality and choice. We will fight changes that threaten 
these goals. . 

Vouchers 

Our efforts in the areas o~ choice, quality of care, fraud 
and abuse and cost containment are intended to build upon tbe 
choice, coverage, and access that are the foundations of 
Medicare. As such, they need to be distinguished from Republican
efforts to reform Medicare that are more concerned with meeting 
arbitrary

, 
budget targets than with

I 
beneficiaries' needs. 
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Let me be clear. Republican proposals to shift to a 
voucher system are about reducing federal spending by $270 
billion at ~ene!iciariest expense. They are not about reforming 
Medicare. Talking about these proposals in terms like Rdefined 
,contribution" and "FEHBP-like" i"'ply that vouchers are mainstream 
and safe. But any voucher plan based on $270 billion in Medicare 
,cuts can only be disastrous to beneficiaries' security and an 
abrogation of our 30 year contract with elderly and disabled 
Americans. ' 

Some have proposed that Medicare should be restructured to 
look more like the Federal Employees Bealth Benefit Program
'(FEHBP). Wei too, believe that beneficiaries should have as 
broad a range of choice as offered in the FEHBP. But we also 
know that the purchasing pow~r and health care needs of the 
Medicare population are very different from younger, healthier, 
and employed FEHBP enrollees'. Furthermore, health coverage
through the FEHBP is an employee benefit. ~edicare, like Social 
Security, is a social contract that guarantees beneficiaries 
coverage in return for contributions made throughout their 
working years. ' 

Finally under FEHBP, the government's contribution is 
determined ~y the costs of the participating plans. It is not a 
fixed dollar amount, indexed to a predetermined annual growth 
rate. While congress is contemplating changes in the way the 
government·s contribution to FEHBP is calculated, it is important 
to note the Republican voucher plan as outlined gy the Shays Task 
Force would not give Medicare beneficiaries the protection that 
.members of Congress now enjoy through the,FEHBP. 

Private health care spending per insured person will grow at 
7.1% per year from 1996 to 2002 aocording to eao data. In 
contrast, the level of Medicare cuts in the Republican budget 
conference agreement suggests that the Republican voucher payment 
would grow at only 4.9 percent per year. That means that every 
year, for every Medicare benefiCiary, the cost of what they'll
need to buy will grow faster than the voucher Republicans would 
give them to buy it with. ' 

What would the Republican voucher proposal really mean to 
beneficiaries? At best they would likely have to pay more to 
keep the coverage they have today. However, since three-fourths 
of Medicare beneficiaries have incomes below $25,000, it is 
likely that many seniors would not be able to pay more. At 
worst, beneficiaries would betorced to buy coverage that is 
inSUfficient to meet their needs. That's not choice; it's 
financial coercion. 

4 
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Conclusion 

This Administration is oommitted not only to strengthening 
the Medicare program, but also to preserving the fundamental 

, protections the program provides. In evaluating any structural 
changes to Medicare, this Co~it~ee must join us in this resolve. 

,Medicare enrollees must continue to be assured covera~e . 
regardless' of health status. A basic level of benef~ts must be 
guaranteed, as it is toda~. And access to and choice of 
caregivers must be, uainta1ned. The Republican voucher proposal
that is designed to produce $270 billion in savings does not meet 
these standards. Instead, it would turn pagk the gloQk 30 years 
to a time when the elderly and disabled struggled in a 

,discriminatory and expensive insurance market to buy decent 
,coverage with limited funds. We can and must do better. 

5 
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STATEMENT ' 


of the 

AMERICAN MEDICAL ASSOCIATION 

to the 

HOUSE COMMERCE COMMITTEE 

SUBCo.MMITTEE ON HEALTH & ENVIRONMENT 


RE: The Future of the Medicare Program 

Presented by: Loonie R. Bristow, MD 

July 18, 1995 

Mr. Chairman, my name is Lonnie R. Bristow. MD. I am an internist from San 

Pablo, California, and President of the American Medical Association (AMA). On 

behalf of the 300,()(X) physician and medical student members of the AMA, I thanlc 

you for the opportunity to present testimony to the Subcommittee today regarding the 


AMA's proposal to transform Medicare. We are pleased to sbare our thoughts with 


, you as the Congress considers how to best protect the promise 'of Medicare in an era 


of sharply limited resources. 

A wid~ 'range of experts have independently concluded that, despite Medicare's clear 

success in improving the health status of our elderly and disabled citizens, me 
program cannot be sustained without a fundamental restrocruring. The AMA bas 

testified before this subcommittee earlier this year regarding those factors precipitating 

Medicare's current crisis. The time has passed for tinkering and minor modifications. 

In light of what is known about the program's structural flaws and itg'looming 

bankruptcy if basic reforms are not made, the AMA has synthesized almost ten years 

'of policy consideration and research by our assOciation into the proposal we will 

,describe to you today and which bas been distributed to every Member of the 

Congress. It is based on principles that the AMA has repeatedly advocated for 
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refonrnng MediCare to correct current structural problems and to reduce the 


dependency of future generations on suhsid . ..ted government medical care. 


The reforms we propose are a fundamental shift away from government control 

toward personal responsibility, individuaJ choice and an inVigorated Medicare 

marketplace .. The AMA's proposal is based on me idea of a competitive marw

driven system as the best option for the future of rhe Medicare program because it 

offers more choice to senior citizens and the disabled. We must give the patieru both 

the opportunity and the responsibility to make wise prospective choices of physician 
, 

and fmancing mechanism, with the reasonable opportunity to change either if they
, 

prove unsatisfactory. An effective health care marketplace is only achievable if we 

. rid ourselves of the current program' s distortions that tmve had the perverse effect of 

aggravating, rather than easing, the government's bUrden in keeping Medicare's 

promise. As long as Medicare insulates patients from the true cost of the services 

they are consuming, a competitive Medicare marketplace will never flourish and costs 

will continue to escalate. 

AMA'S PROPOSAL FOR MEDICARE TRANSFORMATION 

Distilled to two central ideas, AMA' s proposal is premised on the belief that: 

• 	 Individual responsibility t changed incentives and reduced . 

administrative costs will produce savin. for most patients and lead 

to the fiscal inteapity of the Medicare program; and 

• 	 Medicarebeneliciaries, - our patients - should have enhanced 

choice and the ownershi, and teSJOnsibiJitx for their Medicare 

entitlement. wbne receiving the highest quality medical care. 
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. SAVINGS 

How can a system premised on choice and individual responsibility offer savings to 

the Medicare program? When individuals have a financial stake in their medical care, 

/ they are ,more likely to be prudent consumers and seek the highest value for their 

money . Pa~ients and physicians alike become sensirized to price and, more important. 

value. When marketplace distortions are eliminated through the removal of 

government price controls, physicians and other providers wHl compere in the 

. mprketplace. The private sector has demonstrared that competition can yield savings. 

These savings are the result of a more prudent use of resources by patients. coupled 

with increased efficiency by physicians. Enhanced benefidary cost-consciousness
'. , 


does not have to mean substantial increased costs for beneficiaries. .It is 


prima.rily the .manner in which beneficiaries pay today :- not the. amount - that 


defeats any incentive to use the program efficiently. Our proposal will actually 


bring an estimated 40% of beneficiaries some level of savings. It will leave about 

" , . . 

half of beneficiaries no better or worse off than if they had remained under the 

current system. and it will call On an estimated 10% to pay marginally more. This 

benefit accrues whiJe simulraneouslysavingthe program billions of dollars. (See 

attached chan demonstrating overall projected net savings acbieved through these 

changes. as well as the effect on simulated low and hettvy users of health care 

services.) 

Nor do these savings have to come from a continuation of past failed poHdes 

repeatedly reducing pbysiciao payments. . Physicians have., year after year, . 

contributed their fair share to the budget deficit effort. Physicians, who account for 

23 % of Medicare outlays, have absorbed 32% of Medicare provider cuts over the last 

decade. Projected further declines. based on the current flawed payment formula. 

will actually bring physician payments lower, at the end of the cenwry. than they 

were at the beginning of the 19905 when RBRVS was fIrst implemented (see attached 
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chart). Our proposal achieves savings while minimizing further reductions tl1.at will 

.pUS':l many physicians over their own oltdgttary red .line. reducing Of eliminating 

entirely their ability to continUe caring for Medicare patients. Competition requires. 

tl1.at prices be decontroJled and beneficiaries rewarded for seeking better value in the 

. marketplace. Our proposal for physician price competition builds on the current 

RBRVS~based system. We call on the Secretary of HHS (0 design a similar system 

. for DRG-based hospital payments in the HI program, as wei!. 

Some have mistakenly portrayed the AMA's plan as aUowing for "balance billing." 

This is an inaccurate and misleading characterization, as the concept of Ilbalance 

billing" is a remnant of the goveinment "command and control" system which we are 

attempting to transform. This old system perversely serves to penalize physicians for 

setting their pricestoo·low. The AMA's proposal would allow the government to set 

its price, phySicians to set their conversion factor. and· patients to compare value 

among competing caregivers. Given that approximately 93 % of physicians who 

currently treat Medicare patients accept assignment. the hypothesis projected by our 

critics of steeply escalating prices appears unfounded. 

As another element of savings, AMA's proposal greatly reduces waste and 

unnecessary administrative costs. An undistorted market will wither nonessential 

costs. while maintaining those elements that truly contribute to greater value in 

caregiving. In addition, the AMA advocates institutionalizing modernized MediC1lre 

administrative practices to include computerization of patient records and claims 

systems (embracing confidentiality and security measures for individuals' health 

information). a public9 private pannership to explore telemedicine's promise, and 

changing payment policies to encourage preventive care and care provided in subacute 

or home settings. 

o 
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BENEFlCJ:ARY eH'OICES 

The heart of AMA' s proposal would provide the elderly and disabled with several 

different options for Medicare. Each Medicare beneficiary would have an expanded 

set of choices that range from remaining in the restructured traditional Medicare 

program. to selecting from various competing health plans (inchlding managed care 

options), ·to investing in a Medical Saviilgs Account (MSA) coupled with a 

catastrophic plan. In general, Medicare patients would have enhanced oppoltUnities 

to make' prudent use of medical care resources .and to be personally rewarded for 

those decisions. 

How might people actually take advantage of greater personal responsibility under a 

transfonned Medicare'? One patient; for example, upon enrolling in the Medicare 

program, may decide to stay in "traditional" Medicare. Her spouse, however, may 

want to, take advantage of one of .the many inanaged care plans offered under a new 

"Medichoice" -- a plan very similar to the Federal Employee Health Benefit Plan 

(FEHBP) he had enjoyed when he was a postal worker.. Their neighbor may decide 

to take advantage of the MSA.option with a high deductible catastrophic policy 

offered under Medichoice. Ea~h ~eneflclary could personally tailor the program 
., 	 I 

, to tit his or her individual circUmstances and, in the vast majority of cases, each 

Medicare beneficiary ,will save money or.spend the same amount as under the current 

system. 

1. 	 A beneficiary electing to remain in the modified "traditional It Medicare: 

• 	 would only have one form of cost sharing to replace the current 

multiple deductibles and coinsurance -- once they met a preset yearly 

deductible, all costs for covered services would be paid by Medicare, 

and beneficiaries would get a refund if they did not use their deductible 

amount: . 
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• 	 would have no need to purchase medigap insurance for deductibles and 

coinsurance of covered servicLS amt no need to fill out yet more fonns; 

and 

• 	 would be able to compare value in choosing a physician using. in part, 

a published "conversion factof," and either pay the difference when the 

physician charges exceed the govenunent payment Of keep ·the savings 

when the government payment exceeds the physician charges . 

. This modified form of beneficiary ccst·sharing will serve to reduce, on average, the 

individual's out-ot-pocket costs, reward individuals for being prudent co~ers of 

routine medical services, and reduce both patient and provider paperwork: and other 

administrative complications of dealing with Medigap supplemental insurers. 

II. 	 Patients choosing "Medichoice" would have access to a wide ninge of plans 


similar to those offered by the Federal Employees Health Benefit PJan 


(FEHBP). Each person would receive: 


• 	 advance notice of the government's contribution (to be actuarially 

determ.iri.ed) toward the cost of Medichoice plans; 

• 	 information and rates on plans in the individual's area to assist "value 

comparison"; and 

• 	 a Medichoice election and enrollment form (available on attaining 

Medicare eligibility and on an annualized basis). 

Patients would either pay the difference wben the plan costs exceed the government 

contribution or keep the savings when the government contnnution exceeds the plan 

costs. 

http:determ.iri.ed
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In. Each Medicare-eligible individual would also have the option, in Heu of 

comprehensive plans (such as traditioual Medicare or Medichoice), to establish 

a II Medical Savings Account" coupled with a catastrophic policy. Our 

MSA/catastrophic plan would: 

• 	 be funded by the government's annual·contribution amount; 

• 	 consist of a fund from which the beneficiary would pay deductible 

medical· expenses and a high deductible catastrophic medical expense 

insurance; 

• 	 allow u.rispent balances to accumulate in the fund; and 

• 	 provide for distribution from the MSA fund (exempt from federal and 

state income tax) for medical expenses, including health insurance 

premiums and long-term care expenses. 

The MSA option would undoubtedly prove attractive to many beneficiaries because 

they could provide funds for purchase of.items and services formerly not covered by 

Medicare, such as prescription drugs or extended long-term care . 

.	In the AMA proposal, we specifically take into account those in our society who are 

most dependent fmancially on the Medicare program. Those whose incomes are at or 

below the poverty level would be ex.empt from any Medicare cost-sharing. Those 

with incomes between the poverty level and 150% of that level would face some cost 

sharing. adjusted on a sliding sCale based on income. 

Medicare must be transfonned into a defmed contribution program to tighten the 

program's oriiinal open·ended entitlement that has contributed so significantly to 

Medicare's fiscal instability. To serve beneficiaries optimally under such budgetary 
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constraints, however. the program ll!!m provide a wide variety of choices to allow for 

the full spect1:um of needs and financial means within the beneficiary popularion. 

The newly empowered Medicare beneficiary should not be restricted in choice of 

plans or providers. We must correct the current competitive disadvamage of 

physician-sponsored health plans. Physicians are positioned to ultimately balance the 

cost and quality equation better than any others in the marketplace. with the potential 

to save substantial amounts which today go to the administration and institutiona1 

investors of giant corporate plans. A simple program to help stimulate physician 

plans much as was done for HMOs in the 1970& is a necessary direCtion to pursue. 

QUALITY AND HEALTH PLAN STANDARDS 

As Medicare becomes a pan of a meaningful way for patients to make choices in the 

private marketplace. costly and complicated government regulations can be reduced 

and the private sector can exercise its self-regulatory expertise. We are proposing an 

unprecedented "Partnership for Health Care Valuer! organization that focuses 

private sector efforts to promote standards of quality and rules of fair competition that 

protect the patient-physician ,relationship. The Partnership will also coordinate and 

expand current fragmented efforts to fmd, report and eliminate fraud and abuse. A 

dramatic, yet simple, way to materially decrease fraud is to share responsibility for its 

detection with' organized medicine. According to the FBI, physicians are the least 

likely group to engage in fraud, yet the most useful in assisting in its prosecution. 

The Pannership would also serve to educate physicians, providerS and patients about 

reducing care of marginal value and increasing preventive care. It would build on 

current efforts in this arena, such as the soon-toAbe-released booklet on health care 

advanced directives, jointly produced by the AMA, the American Bar Association and 

the American Association of Retired Persous. The Partnership would expand 


